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The Trust You Have Placed in Us 


a “The telephone business is built on the idea of 

Service. ... And the principles that guide our work 

affect the lives of many people. We are printing them here because 
they seem important to everyone who uses the telephone, everyone 


who works for the business, and everyone who has invested in it.” 


FREDERICK R. KAPPEL, President 
American Telephone and Telegraph Company 


We in the telephone business are servants of the public. The services we 
perform are necessary to the people of the United States. They are necessary to the 
building of our nation and to our national security. Clearly, we occupy a position 


of great public trust. 


We are also trustees for the savings of every individual who has put money in 
the business. It is our responsibility that the business shall prosper. 


We think it all-important therefore that we furnish the best telephone service 
it is in our power to provide—a service high in value and steadily improving—at a 
cost to the user that will always be as low as possible and at the same time keep the 
business in good financial health. 


The success of the business depends on the people in it. To serve well and 
prosper, Bell Telephone Companies must attract and keep capable employees. 
They must be well paid and have opportunity to advance in accordance with ability. 
And we must continually develop first-rate leaders for the future. 


Finally, it seems to us that it is always our duty to act for the long run. Sound 
financing, good earnings, reasonable and regular dividends—these are all long-term 
projects. So is our continual research to find better means for giving better service. 
So is the building of the human organization and character on which good service 
depends. So is the training of leaders. In all our undertakings, the long view is essential. 


This is the way we understand the trust you have placed in us. It is a trust that 


deserves, and will continue to receive, the most painstaking care we can give it. 


Working together to bring people together 
BELL TELEPHONE SYSTEM 














E We are proud and grateful 
that during the past year 
thousands of our fellow Americans 
have demonstrated confidence in us 


by the purchase of 


nearly $600 million 


of our unique savings and 


protection programs 


The largest legal reserve 
tield @nthi Miata iaelala- company 
n the United States devoted 


exclusively to the under- 





writing of Ordinary and 


Annuity plans 


4 he Friendly 
* FRANKLIN LIFE SSS" 


DISTINGUISHED SERVICE SINCE 1884 © CHAS. E. BECKER, Pres. * SPRINGFIELD, ILLINOIS 


Over two billion three hundred fifty million dollars of insurance in force 
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Forbes’ “40th” and Today’s “50 Foremost” 


Autmost forty years ago B. C. 
Forbes, Forses Magazine foun- 
der, wrote a World War I best- 
seller, “Men Who Are Making 
America.” It contained the biog- 
raphies of the fifty most important 
business leaders of that day, se- 
lected by their confréres. 

In marking its thirtieth anniver- 
sary ten years ago this November 
Forses, through a nationwide 
balloting process, selected the 
country’s fifty foremost business- 


men in the year 1947 and they were 
honored at an anniversary cele- 
bration in the Waldorf-Astoria. 

Wrote Life, captioning a spread 
of the scene above: “On his list 
[1917] Forbes turned up such flin- 
ty and powerful individuals as An- 
drew Carnegie, Elbert H. Gary, 
and John D. Rockefeller. This year 
[1947] Forbes again polled the na- 
tion to determine the “Fifty.” He 
found a new generation of suc- 
cessful businessmen cast in a dif- 
ferent mold. Unlike the leaders of 
thirty years ago, the successful 
man of 1947, Forbes discovered, 
was born in a city, took his first 
job only after finishing college, and 
works for a salary ($150,000 a 
year) as president of a company 
that is owned by someone else. 

“On November 5 Forbes invited 
his new Fifty to a banquet at the 
Waldorf-Astoria Hotel in New York 
City. As guest of honor Forbes in- 
vited Thomas E. Wilson, 79 years 
old and the only living member of 
the list of 30 years ago.* For the 
speaker of the evening Forbes in- 
vited New York’s governor, Thom- 
as E. Dewey. 

“Governor Dewey spoke with a 
frankness that has been absent 
from most of his public utterances 
this year. Reporters, in fact, inter- 
preted his speech as a tacit an- 

*Mr. Wilson, retired as Chairman of the 


third largest meat packer, Wilson & Co., 
is still living in Chicago. 


nouncement that he was a candi- 
date for the Republican presiden- 
tial nomination in 1948 

Said Mr. Forbes ten years ago to 
the assemblage: “Enlightened top 
executives today devote far more 
thought to employee relations, to 
cultivating public good will, to re- 
search and to sales efforts. They 
are much more conscious of their 
social responsibility.” In comment- 
ing on the essential qualities, qual- 
ifications and characteristics of to- 


day’s leaders, he said, “Profound 
study of the records of America’s 
most successful men thirty years 
ago and then again today reveals 
that patience, perseverance, stick- 
to-it-iveness, and unflagging cour- 
age are requisites. 

“Both then and now,” he con- 
tinued, “those honored were or are 
instrumental in providing employ- 
ment on a large scale and at wages 
sufficient to enable workers to be- 
come self-respecting citizens. 
Without men of this character, no 
nation can long hold its place in 
the world.” Eleven organizations 
of the 1917 honor roll earned a 
place in the ’47 listing. 

To mark its 40th anniversary 
this November, Forses five years 
ago reserved again the ballroom of 
the Waldorf-Astoria. In the weeks 
ahead responsible national asso- 
ciations of executive businessmen 
will begin to receive ballots to 
select today’s “50 Foremost.” There 
will likely be many changes in the 
faces pictured on the dais above, 
for this past turbulent ten years 
have seen some great wane and 
fade, and into topnotch rungs of 
business leadership have come new 
giants. 

As this 40th Forses year gets 
underway, our editors’ attentions 
will swing ahead to this November 
and the extensive balloting to de- 
termine which fifty names will 
mark the milestone on November 8. 















































When should a businessman take a worry to lunch? 


If you’re too busy at the office to tackle 
this particular worry there . . . then by 
all means take it to lunch with you. 
For you can risk a slight case of indi- 
gestion. You can’t risk going out of 
business. 

So think Aard about what a fix your firm 
would be in if, tomorrow morning, all 
your accounts receivable, tax and inven- 
tory records were gone . . . destroyed in 
a fire. 

And don’t think it couldn’t happen 


The Mosler “A” Label Record Safe takes its place proudly 
in the most modern office. Designed by Raymond Loewy. 
Smart built-in look. Streamlined “Operations Panel” at 
no-stoop height. Exclusive “Counterspy” Lock has numbers 
on edge of dial, guards combination from prying eyes. 


because you keep them in a safe. Unless 
that safe bears the Underwriters’ Labora- 
tories, Inc. label, it would probably just 
incinerate your records. And a fireproof 
building would simply wall-in the fire, 
make it hotter. 

Fire insurance? To collect fully, remem- 
ber you have to produce “‘proof-of-loss 
within 60 days”—pretty tough without 
records. 

The risk is too great—don’t take it. 43 
out of 100 firms that lose their records in 


When you close this door, you know your records are safe 
against 4 hours of severe fire at 2,000°F. Against impact, 
explosion, too. Bears the Underwriters’ Laboratories, Inc. 
highest ("A") Label. Interlocking door jombs, exclusive 
thermostatically-controlled insulated valve door among 
32 special Mosler features. 


a fire never reopen! If your safe is old, or 
doesn’t bear the Underwriters’ label— 
replace it! Get the safe that has never failed 
—the famous Mosler “A” Label Record 
Safe. It’s the world’s best protection. 


Find out how little it costs to own the 
best. Look up Mosler in the phone book. 
Arrange to see a Mosler Safe in the size 
and style your office needs. Or mail 
coupon ON NEXT PAGE for free 24-page 
booklet, ““How to Be Sure Your Safe Is 
a Safe Place for Your Records.” 


IF IT'S MOSLER . . . IT'S SAFE 


Whe 
Mosler Safe 


Since 1848 


World’s largest builders of one and bank vaults. Mosler 
built the U.S. Gold Storage Vaults at Fort Knox and the 
JSamous bank vaults that withstood the Atomic Bomb at 
Hiroshima 
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At long last, someone is beginning 
to talk back to the efficiency ex- 
pert. The man with the stop watch, 
timing every move and motion on 
an industrial or clerical job, is no 
longer the Poobah of business he 
used to be. Indeed there are man- 
agement men who harbor a happy 
feeling that a modicum of inef- 
ficiency can have many blessings. 

The cold fact is that no method 
of doing a job has yet been devised 
that the employee cannot figure a 
way to beat. The coffee break, for 
example, is in effect a socially ac- 
cepted group technique for con- 
founding the efficiency expert. It 
all began in the insurance field, 
where mountains of paper work 
required the services of thousands 
of clerks. To save time and keep 
cost down each step of the proc- 
essing, from opening the mail to 
the filing, was broken down into 
the minutest detail. The monotony 
was deadly. Thus began the trek to 
the water fountain. 

Now the water fountain is to an 
office what the party line is to a 
small New England town. It’s the 
gossip mill, it’s the communications 
center, it’s the lonely hearts club. 
When the pretty young clerks be- 
gan to congregate around the area 
of the watered globe, how long do 
you think it was before gay blades 
around the office began to develop 
pangs of thirst? 

Water being no stimulant, some- 
one was sure to suggest that coffee 
revives the zest for work, elimin- 
ates fatigue. And so down to the 
corner drugstore—and an institu- 
tion was born. The time that was 
saved by stratifying the clerical 
process has been lost many times 
over because the self-devised rest 
‘ period for the regimented soon be- 
came the privilege of everybody, 
and those who had previously gone 
through their day without ever 
thinking of time out for java now 
pine for the stuff—during working 
hours only, of course. 

The incentive system in factories 
has been equally frustrating to the 
efficiency minded businessman. The 
logic behind incentives is simple. 
Give a man a chance to make more 
money by producing more and he 
will put his shoulder to the wheel 
and turn out more goods. Logic and 
human beings don’t always mix 


LABOR RELATIONS 


In Praise of Inefficiency 





well. It’s been 
a universal ex- 
perience that 
factory em- 
ployees under 
incentives 
“peg” their pro- 
duction. They 
put a ceiling on 
their output 
(and income too), and though they 
can turn out lots more during an 
eight-hour stint, they just don’t. 
The American worker figures out 
what he needs and wants for a 
week’s pay and will produce only 
enough to meet that objective. 

Occasionally when the little 
woman begins to demand a new 
television set or a fur coat, the em- 
ployee will put in extra effort to 
meet that nagging demand. But he 
will soon fall back to what his 
work-group has decided they will 
turn out. In factory after factory, 
an astute observer can see little 
bundles of parts or other finished 
goods under employee  work- 
benches. This is insurance in the 
form of extra work put out but not 
reported to management. On some 
days when the employee feels a 
little lazy and doesn’t want to put 
in even normal effort, he can draw 
from this bank and thus keep his 
production record up to standard. 

Management is no longer a slave 
to the idea of efficiency for ef- 
ficiency’s sake. If a method might 
save time and money—on paper— 
but interferes with job satisfaction, 
the rigid technique is likely to be 
scrapped. The other day an ef- 
ficiency man was surveying a large 
office. He stopped to watch the file 
clerks. The letters were stacked at 
one end of the file cabinets and the 
girls walked the length of the aisle, 
picked up a few letters, and then 
went back to the appropriate al- 
phabetical section. “Inefficient,” he 
said to the office manager. 

“T used to do it your way,” he 
told the expert, “and I had a big 
turnover. Now, the girl has a 
chance to rest between filing op- 
erations. The walk does her good. 
She can look out the window, chat 
with the other girls. Gives her a 
change of pace, and she can dream 
about a date. Been doing this for a 
year and haven’t lost a worker. 
That’s what I call efficiency.” 


L 


Lawrence Stessin 
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FREE! “How to 


be sure your safe 
is a safe place 
for your records” 





NEW 24-PAGE MOSLER BOOKLET TELLS YOU: 


I te 


e what makes some safes dangerous 
e what records should get priority 
in a small safe 


e what's needed to collect fully on 
fire insurance 


e what special precautions to take 
with cash 


e 7 extra-protection features to look for 
in a modern safe and answers 
to dozens of other vital questions. 


FREE. MAIL COUPON, TODAY. 


Since 1848 


Dept. FB-166,320 Fifth Avenue, N.Y.1,N.Y. 
Please send me free booklet described above 


NAME___ 
COMPANY _ 


ADDRESS_. 
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READERS SAY 


Information Please 


Sir: I was well acquainted with your 
Magazine even when I was studying 
toward my doctorate degree in anthro- 
pology. Now that I am also working on 


| a master’s degree in business adminis- 


tration, ForBEs proves invaluable to me, 
both in my present studies and for my 
future work. 


I am a student from India and will be 


| leaving this country in the near future. 


It is my ambition to learn more about 


| your magazine so that I might be able to 


start a similar publication in India, once 
my country develops its resources and 


» | follows America’s lead. 


—M. S. Wapnia 


| Bloomington, Indiana 


Sir: In the past few years, I have no- 
ticed a great change on the part of top 


| management: annual reports now give 
| more information than they used to, 


executives seem more willing to talk and 


a greater number of companies are send- 


,j| ing out chatty little newsletters with 


Behind the doors of Borg-Warner’s extensive new 
Research Center at Des Plaines, Illinois, many of 
tomorrow's wonders are being created. 

Here, hundreds of technologists carry out an amaz- 
ing variety of research programs to aid B-W’s oper- 
ating divisions in the constant improvement of exist- 
ing products and the development of new ones. In 
addition, they’re working in the challenging fields of 
applied mathematics, chemistry, electronics and me- 


chanics. They’re discovering new and exciting things | 


in the areas of metallurgy, nucleonics and physics. 

These scientists command some of the finest labo- 
ratory and testing equipment ever devised for pro- 
ductive research. An electronic computor facility, for 
example. A complete machine and model shop. A 
huge technical reference library. The most modern 
precision apparatus used to test, analyze and evaluate 
new materials, systems, products and processes. 

The Research Center continues the “design it bet- 
ter—make it better” philosophy that has guided Borg- 
Warner from its beginning. With vigorous research, 
broad manufacturing facilities and forward-looking 
management, B-W keeps pace with the world’s tech- 
nological advances and produces in the volume neces- 
sary to the progress and prosperity of the nation. 


Almost every American benefits every 
day from the many products of 


BoRG-WARNER 


BORG-WARNER CORPORATION, 310 SOUTH MICHIGAN AVENUE, CHICAGO 4, ILLINOIS 


their quarterly reports. 


I believe much of this is the result of 
Forses’ annual reports on American in- 
dustry. You have led the way, through 
your reports, in making top management 
more accessible to stockholders. So now 
that you are getting ready to put out an- 
other such issue, I thought I would write 
and tell you what a fine job you’re doing. 


| There is no other source I know of that 


gives me so much information about so 


| many diverse industries and companies. 


Your system of showing just how these 
companies differ from each other, even 
though in the same industry, is a great 
help to an investor. 

—WALLACE HINES 
Los Angeles, Calif. 


Str: Your article on the “leverage” in 


Chrysler Corp. stock (“Two-Way 
Thrust”) in the November 15 issue was 
excellently done. I, for one, never real- 
ized there was such a thing as leverage, 
which your story explained in a very 
clear manner. I would like to see more 
articles of this educational type, and I 
am sure a lot of your readers agree with 
me. 

—Tuomas S. Hocan 
New York, N. Y. 


Sm: Speaking as just one investor, I 
believe that you should be congratulated 
on the increasing use of maps you are 
making in your magazine. All too often 
we hear of companies investing millions 


| of dollars in places only identified loose- 


ly as being in “Northern Canada,” 
“South Africa” and the like. Now, for 
once, somebody is taking the trouble to 
draw up a map for the average stock- 


(CONTINUED ON PAGE 10) 
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It’s new from power to personality, this 57 Pontiac, 
and packed with a carload of fresh ideas that caught 
the entire industry by surprise! There are over 6- 
dozen “firsts” in this spanking-new beauty, all 
proved and polished to perfection in the most 
grueling road test ever undertaken—the 100,000-mile 
Marathon Run! Sample the ’57 Pontiac’s cloud-soft 
ride, its cat-quick wheel response, the lusty bril- 
liance of its all-new V-8 engine. This solidly proved 


newcomer will spoil you for anything else! 


FIRST CAR AT ANY PRICE WITH... 


Star Flight Body Design—a Pontiac Exclusive—longer and 
lower than ever before—'57°’s most distinctive automotive styling. 
The “Off-the-Shouilder’’ Look interior Styling — a 
fashion “first” for °57— perfectly color-matched with the exterior 
of your choice. 

New Strato-Streak V-8 Engine — 270 h.p. in the Star 
Chief and Super Chief Series, 252 in the Chieftain—with smoother 
Strato-Flight Hydra-Matic, an extra-cost option. 

Cloud-soft, Level-Line Ride—the ride sensation of the year 
—a new suspension system based on a big, road-hugging 124- or 
122-inch wheelbase. 

Three Popular-Priced Series: Star Chief * Super Chief + 
Chieftain. 


PONTIAC MOTOR DIVISION « GENERAL MOTORS CORPORATION 


IT’S AMERICA’S NUMBER (1) ROAD CAR! 
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You know what YOU want 


—better than we do 


x «kek ek 


Ir you’re a key executive in an industrial concern 
seeking a new plant site, you certainly know your 
requirements better than we do. 


There’s a definite possibility that in the vast west- 
ern territory served by our railroad, there will be 


one or more available sites coming mighty close to 
filling the bill. 


Apart from all other factors, however, there’s no 
question as to the importance of transportation. 
That’s where we come in. Plants located on or near 
Union Pacific trackage are assured of a rail service 
that is second to none. 


If you will tell us, confidentially, what specific re- 
quirements you have in mind, we'll be very glad to 
be of help. 


Just phone your nearest U.P. representative—or 
contact us direct. . 


INDUSTRIAL DEVELOPMENT DEPARTMENT 


UNION PACIFIC RAILROAD 


Omaha 2, Nebr. 


Map at left shows 
states served by 
Union Pacific 
Railroad 





READERS SAY 


(CONTINUED FROM PAGE 8) 


holder to show him just where a new 
plant, mine or other installation—which 
investors’ money is paying for—is to be 
located. 


—SAMUEL BLAINE 
Chicago, Il. 


Bus Battle 


Sir: While your story on Greyhound 
(Forses, Dec. 1) was interesting and in- 
formative like so many of your articles, 
there was one point which you seemed 
to overlook. 


Although you show the composition of 
travelers with air passengers growing 
along with the expense account, it seems 
to me you fail to take in Greyhound’s 
strong defensive position. That is, in 
times of economic prosperity people will 
either drive their own cars or go by rail 
or airplane. But what happens when 
things get a little tough? Low cost bus 
transportation will come out stronger 
and healthier than ever, and bus-leading 
Greyhound will be doing best of all. 

—SAMUEL BARKER 
Utica, N. Y. 


Sir: With great interest and sad recol- 
lection I read your article about Grey- 
hound Corp. (Forses, Dec. 1) which “has 
been hard hit by the airlines, but has 
fared better than railroads.” While your 
article notes increasing expenses con- 
tributing to higher operating ratios for 
Greyhound, may I touch upon another 
aspect of Greyhound’s shortcomings: its 
increasing indifference to passenger 
comfort and service here in New York. 


During last summer’s vacation exodus 
from the boiling city, I decided to take 
my family to the country by Greyhound 
instead of by train. But never again— 
with Greyhound! Not only were we kept 
waiting in line for our scheduled direct 
bus in a crowded, stuffy station, but we 
later were shunted onto another bus and 
had to make an unnecessary transfer to 
get to our destination. 


Moreover, station personnel were com- 
pletely indifferent. At best, Greyhound 
was providing disservice without a smile. 
Yet all this could have been avoided had 
Greyhound joined other bus lines which 
now use the modern, convenient Port 
Authority of New York Bus Terminal. 
Instead, Greyhound adamantly maintains 
its two relatively outmoded and uncom- 
fortable bus depots. 

Hereafter, my family and I will return 
to traveling by railroad and airplane 
since they appreciate that transportation 
implies courtesy to passengers as well as 
movement. 

—Roy FIE.ps 
New York, N. Y. 


(CONTINUED ON PAGE 12) 
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Cyanamid Means... 


Better | dieites Better 
Textiles Plastics 


Drugs and 
Pharmaceuticals 


@ These are just a few of the many products Cyanamid is helping to improve through 
chemical research and the application of chemicals. Among others are —Metals. .. Food 
... Paper... Rubber... Leather ... Agricultural Chemicals .. . Petroleum . . . Surface 


Coatings . .. Explosives. For further information, call or write AMERICAN CYANAMID 
COMPANY, 30 Rockefeller Plaza, New York 20, N. Y. 





— CYANAMID __ 




















HELPING AMERICA MAKE BETTER USE OF ITS RESOURCES 
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 WORLD’S 
LARGEST 
GENERATO 


America’s 
industrial 
heart | 


tnt les 


ibid | om 


itt taf 
On the banks of the Wabash and Ohio Rivers two history making 
450,000-kilowatt electric power units will soon rise. Seventy-three per- 
cent larger than any units in operation today, these generators are 
another example of the American Gas and Electric System’s effort to 
provide dependable, low-cost power to the dynamic seven-state area 
it serves. The home of 5,000,000 people, this area reaches from Lake 
Michigan to North Carolina. 

Since our founding, fifty years ago, we have pioneered developments 
for improving service and lowering cost. These developments, coupled 
with increased usage, have kept the cost of electricity on a downward 
trend, while the cost of most other products and services has risen. 


Plenty of low-cost electric power, abundant natural resources, and the 
skill and efforts of an enterprising people are but a few reasons why 
America’s leading industrial companies continue to settle and prosper 
in this area. 


As part of our current $700-million expansion program these giant 
electric generators will play their part in the even greater growth this 
area is experiencing. 


AMERICAN GAS AND ELECTRIC SYSTEM 


Appalachian Electric Power Company 
ro & Michigan Electric Company Kingsport Utilities, Inc. 
Kentucky Power Company Wheeling Electric Company 
Serving 2321 communities in these great states: 
Michigan + Indiana « Ohio + West Virginia + Virginia * Kentucky + Tennessee 


Ohio Power Company 


For a copy of our 1956 Annual Report write to Mr. W. J. Rose, Vice President 
Dept. A, American Gas and Electric Company, 30 Church Street, New York 8, N. Y. 








B §€READERS SAY 


(CONTINUED FROM PAGE 10) 


The Brass Tack 


Sir: You really hit the brass tack right 


| on the head with your “Accent On 


Youth” cover story (Forses, Dec. 1). 
Since I’m one investor who believes the 
management roster can conceivably tell 
as much about a company’s condition as 
the balance sheet, it’s encouraging to 
find an outfit like GM giving as much 
thought to the executive of tomorrow as 
the car of tomorrow. There’s just one 
thing that puzzles me. With Chevrolet’s 
Cole, Pontiac’s Knudsen and GMC’s Mon- 
aghan effectively demonstrating how far 
an engineer can go, how come we have 
an acute shortage of engineers? 

—ARBY A. HALPERN 


Crestwood, N. Y. 


Sm: To a young man just finishing 
col’ege (class of ’57), your article on the 
young blood at General Motors was very 
encouraging. Frankly, we students some- 


| times wonder just what to do about our 


future: should we take a higher paying 
job in a speculative proposition, or a 


| lower paying position in a big company? 


The choice is not always an easy one. 
But your story does point up one fact: 
American business is willing to take a 
chance on its young people. The big cor- 
poration today offers youth not only 
security but a chance to move ahead at 
a reasonably fast rate. This issue should 
be sent around to all the campuses... . 


—Epwarp Morton 
Chicago, Ill. 


Forses already is being sent to 8,000 
seniors in universities all over the 
country—Eb. 


Dixie Whoop 


Sir: It was a real pleasure to read in 
your December 1 issue that somebody 
had at last succeeded in reversing a rail- 
road’s fortunes. Chairman Harry DeButts 
of the Southern Railway deserves a 
cheer. 

—(Mrs.) JANE W. Novitz 
New Orleans, La. 


Lukens’ Leap 


Sm: In his recent address before the 
New York Society of Security Analysts, 
Lukens’ President Charles L. Huston Jr. 
estimated that the company’s earnings in 
1956 would be $20 or more a share after 
taxes, not before taxes as you had quoted 
him. (Forses, Dec. 1). 

—SHELDON ZALAZNICK 
New York, N. Y. 


Apparently even Forses’ hard-work- 
ing reporters can't keep up with high- 
flying President Huston. But we can 
think of no correction we are more 
pleased to make—Eb. 


(CONTINUED ON PAGE 14) 
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Royal McBee 
unlocks 
the 
handcuffs of 
BUSINESS 
COMMUNICATIONS 


Management couldn’t start a production line 
rolling; Sales couldn’t write an order, con- 
firm one, or relay it to Production without 
CoMMUNICATIONS. 


Hastening the word of business is Royal McBee’s 
prime concern. That’s why Royal manufactures 
more and better typewriters than any other 
company in the world. It’s the reason McBee 
continues to create the business forms and busi- 
ness methods which spark economies in com- 
panies of all sizes—large and small, in this 
country and overseas. And it’s why now Royal 
McBee is on the threshold of applying new and 
startling electronic solutions to many of today’s 
problems in data-processing. 


It’s always advantageous to remember that when 
the speed of a word means business, Royal 
McBee has a fast and economic answer. 


ROYAL MSBEE CORPORATION 


Westchester Avenue, Port Chester, New York 
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READERS SAY 
Piant yourself 


(CoNTINUED FROM PAGE 12) 


FRONT ROW CENTER... 


Long Position 


Sir: I would like to take this oppor- 
tunity to express my opinion of the fine 
job which Forses did on covering Min- 
neapolis-Honeywell in your last issue 
(Forses, Dec. 15). 

I don’t know if my feeling is shared 
by other readers, but I personally get a 
lot more out of such a long story, cover- 
ing the subject in depth, than I do out of 
a whole lot of short articles in the once- 
over-lightly vein. 

This trend toward fuller stories is also 
evident in the daily press, which is de- 
voting more space and effort to coverage 
in depth and is also finding out that 
readers are quite willing to accept fuller 
coverage. These readers do not regard a 
well-written long article (such as yours) 
as something to “plow through,” as many 
editors seem to feel. 

—Hrram HiccIns 
New Haven, Conn. 


Short on Sellers 


Simm: Greatly enjoyed your story on 
Sears, Roebuck in the December 1 issue. 
Wish you'd get around to doing a story 
on the discount houses, especially the 
ones we see in New York. 

FOR BETTER As a start, perhaps you could take 
your theme from the sign posted in the 


MARKETING— window of a 14th Street discount house 


here. “Please be polite and courteous to 


the customers but not the salesmen.” 
—Oscak THORNE 


in Bea O's Land of Big Opportunity our salesmen! At our prices we can get 


Sah — New York, N. Y. 
The nation’s growth statistics prove the B&O 


area is the focal point of population weight and Publishers’ Row 
the center of the top industrial areas—with the Sm: Under “Side Lines” (Forses, Oct. 


lion’s share of Standard Metropolitan Markets. 15) I read with interest about “The Big 
Move” to 70 Fifth Avenue. The following 
For distribution purposes this means B&O’s may be of interest to you: I first called 
. . . there in 1912 to apply for a position with 
Land of Big Opportunity provides front-row Gen and Co. aia. The Wellding 
spots for your plant. We can show you an acre or | was almost new, but I have forgotten the 
. exact year of its construction. At that 
a thousand, strategically placed to better your ens, We Cientie Biltantan wes poesident 
national distribution. of Ginn and Co., and he had this building 
THIS constructed and owned it. Some of his 
Look them over with a B&O plant-location SPECIAL STUDY partners (the firm was then unincorpo- 
man... or see them at your desk in 3-dimensional ON REQUEST rated, but was a partnership) were fear- 
“hee inn Che ful about such a big investment; one of 
color and air views. Ask our man! them told me he thought of it as “Plimp- 
Pr aged ton’s Folly.” Of course, it was a tremen- 

‘ . dous success. 
ror OF See oe There used to be a “safety area” in the 
BALTIMORE 1—LExington 9-0400 bt | a basement, perhaps projecting out under 
NEW YORK 4—Digby 4-1600 CINCINNATI 2—DUnbar 1-2900 4 ? ." the sidewalk—made of steel and con- 
PITTSBURGH 22—COurt 1-6220 CHICAGO 7—WaAbash 22-2211 / crete, I was told. Mr. Plimpton is sup- 
. ; posed to have had it made. It contained 
his priceless collection of old manu- 
scripts of mathematics from the Near 
East and Egypt. Scholars from universi- 
ties in many countries came to see it. I 
cannot remember when, but I think it 
= Fi dieale]d—mr- me @lallomac-lliger-te dagbeccemenriaigse hy gs 
—Cat G. TYLER 





Constantly doing things — better! Dixon, Ill. 





(CONTINUED ON PAGE 16) 





Presenting... 








an altogether new series— 


of fine cars 


Sn r 
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» WITH THE ACCENT ON LUXURY! 


Here, luxuriously yours, is the splendid new 
Starfire 98 . . . the finest expression of Oldsmobile 
distinction and engineering leadership. Here is 
the alert performance of the great new 277-h.p. 
Rocket T-400 Engine . . . the superbly smooth 
riding qualities of Oldsmobile’s Wide-Stance 
Chassis . . . the stunning styling of the newest 
“low-level” look. Your Oldsmobile Quality Dealer 
cordially invites you to inspect these magnificent 
Starfire 98 models at your earliest opportunity. 


Oo L. Ss RA © EB I LL. EE ome Accent on vou 
7 THE ACCENT ON YOU! 


aa 


Glamorously new inside, tool 

And all models are fully equipped 
with Jetaway Hydra-Matic, Power 
Steering and Power Brakes. 





free bookl 


to help you 
save time 
and money 


This interesting booklet shows how (1) professional and business people, 
(2) men and women who travel, (3) investors who live outside of New York 
and (4) others who need to free themselves of complicated detail work — 
all benefit from Custodian Accounts at Chemical Corn Exchange Bank. 
It explains how you, too, can save time and money with a Custodian 
Account — tells why the modest fee is usually income-tax deductible. 


For your free copy, write — or mail this advertisement with your name 
and address — to our 








CHEMICAL 
CORN EXCHANGE 


BANK 


Founded 1824 


CUSTOMERS’ SECURITIES 
DEPARTMENT 


30 Broad Street, New York 5 
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tremendous business-building 
power in a well directed program of 
STOCKHOLDER RELATIONS— 
especially if it is properly geared to attract 
reader attention—and capable of earning for a 
corporation a “name status” in the Securities 
Community. Our methods of handling corporate relations 
with stockholders and with members of the financial 
community are well recognized—as is the simplicity with 
which we present each client’s story to the investment 
oOpinion-makers across the country. 
Write—or call—for appointment. 


de witt conklin 


GONG 


Stockholder and Financial Relations 
NEW YORK + SAN FRANCISCO 
100 Broadway, New York 5, N.Y. 
WoOrth 4-6056 


READERS SAY 


(CONTINUED FROM PAGE 14) 


Detour 


Sm: I don’t know who did the arith- 


| metic for the box on page 41 of the No- 


vember 1 issue (on automobile produc- 
tion in the first three quarters), but it 
doesn’t agree with ours. 

If Chevrolet had 23.5% in 1955 and 
28.2% in 1956, then we figure that the 
“change in output” in the third column 
should be on the plus side instead of the 
minus 15% shown. 

What do you think? 

—JouN L. CUTTER 
Detroit, Mich. 

Forses’ editors still believe they are 
correct. In 1956’s first three quarters, all 
car production fell 29%. Although it 
boosted its share of the market, Chevro- 
let’s dropped 15%. It is simply a case of 


| a bigger slice of a smaller pie.—Eb. 





Warranted Praise? 


Sir: For a long time I have heard talk 
about warrants (Forses, Dec. 15) and 


| the money that could be made from 
| them. Frankly, I have never been able 
| to find out very much about them, even 


to the point of not even being sure what 
they were. Now, thanks to your story, I 
have a very clear idea of what warrants 


| are and just how an investor can use 


them. 

Your article, incidentally, illustrated 
one of the things about Forses that I like 
most. The other financial publications I 
have seen always seem unreservedly 
bullish about any situation they covered. 
But Forses always has given both sides, 
the good and the bad. In your warrants 
piece, for instance, the writer made -it 


| very clear that an investor could lose as 
| much money as he could make in them. 


| Probably this is why your circulation is 


greater than that of the other financial 


| magazines. 


—GEORGE BATEK 


Providence, R. I. 





Back-Breaker 


Str: There are few things worse than 
finding out the interesting story you 
have just started is “To be continued.” 

However, running close behind the 
above in aggravation value is the por- 
tion of Forses near the back, where to 
read investment advice one must “turn 
to page such and such... .” 

This may appear to be a small point, 
but every month it remains in, the ag- 
gravation factor increases. Let’s get on 
the beam and do the right thing—put the 
back part in order, as is the first part. 

—Capt. Georce M. JoHNSTON 
A.P.O. 843, New York City. 

Since the columnists appear in close 
sequence, a particularly long article must 
be carried over.—Eb. 
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BETHLEHEM STEEL 


Some Highlights of the Year Just Ended 


NEW BLAST FURNACE RISES AT SPARROWS POINT 
This new furnace, nearing completion at the 
year’s end, is a key item in the current ex- 
pansion program at Bethlehem’s Sparrows 
Point, Md., plant, which will give that plant 
an annual steel ingot capacity of 8,200,000 
tons, larger than the present capacity of any 
other steel plant in the country. 























BETHLEHEM STEELS HELP BUILD PENN CENTER 

Products from nearby Bethlehem plants are = THE “STOCKHOLM” GOES TO SEA AFTER COLLISION REPAIRS 
being used in the buildings in Philadelphia's The liner “Stockholm,” following repair at Bethlehem's 
Penn Center, including steelwork from 56th St. Brooklyn Yard of the damage she suffered in her 
plants at Bethlehem and Pottstown, high- collision with the ill-fated Andrea Doria, passed her sea” 
strength bolts from Lebanon, elevator wire trials with flying colors and is now back in service. 
ropes from Williamsport, and reinforcing bars 
from Sparrows Point. 


NEW YORK’S NEW SHOW PLACE. Opened in the 
late spring of 1956, the New York Coliseum 
has total exhibition area equivalent to nine 
football fields. Bethlehem furnished the 
13,000 tons of steelwork and nearly 4,000 
tons of concrete reinforcing bars. 


ww 


TIN-MILL FILM WINS “OSCAR” 
“Bright Steel,”’ a movie in color 
telling the story of Bethlehem tin 
re Fc mill products from raw materials 

NEW OPEN HEARTH AT LACKAWANNA to the finished “‘tin’ cans and 
This heat of steel is being poured other familiar uses, received the 
from a new open-hearth furnace, first place award among industrial 
provided under the program of ad- films exhibited at the 1956 Cleve- 
ditional facilities at the Lackawanna, land Film Festival. 
N. Y., plant, a part of the current 
$300,000,000 expansion program, 
largest in Bethlehem Steel's history. 
CALIFORNIA SCHOOL FEATURES EXPOSED STEEL 
MANGANESE ORE FROM BRAZIL AND MEXICO. During a ey ne ee repr a ip ats mene acbarse hear pe ty 
1956 the first shipments of manganese ore were annual safety contest sponsored by the ypica : net ney ee a n0O: 7 ings 
brought out of Mexico and Brazil from properties Metals Section of the National Sefery a To. “erage d capo aon struc- 
in which Bethlehem Steel has an interest. Below Coanail Cibiniashs tachtenion The meet er — and on the exterior. 
is shown the new ore-loading station on the Amazon ; : ¢ steel for Hillsdale High was rolled in the 


* N. Y., plant won first place among all Pacific Coast plants of Bethlehem Pacific. 
River. a large steel plants. The Bethlehem, Pa., ae 


plant won second place, and the Johns- 
town, Pa., plant third. Among other 
Bethlehem operations honored for safety 
achievements were plants at Sparrows 
Point, Md., and Steelton, Lebanon, and 
Pottstown, Pa. 
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gas and oil are many things 


Miracle fabrics, tires, plastics, paint... fertilizer, anti-freeze, vitamins... 





GROWTH OF T. G. T. GAS DELIVERIES 


° P IN BILLIONS OF CUBIC FEET 
Continuing stream of useful products from hydrocarbons of gas 


and oil. And Tennessee Gas contributes generously to all of them. 


The nation’s longest pipeline not only transports natural gas 
for home and industry. It also explores for and produces 
gas and oil...extracts, converts natural gas hydrocarbons... 100 


100 
50 
refines and markets products of petroleum. "a8 49 50 


‘Sl ‘52 ‘53 ‘54 ‘55 ‘56 











P ° ° P P ° As gas is used for more and more of the 
Blends gas and oil with imagination and enterprise better things of life, Tennessee Gas brings 
you more and more of it. 


for better living. 


TENNESSEE GAS... 


TRANSMISSION COMPANY 


AMERICA’S LEADING TRANSPORTER OF NATURAL GAS 





HOUSTON, TEXAS 
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TRENDS & TANGENTS 





Bullish forecast on this year by giant 
Prudential Insurance Co. sent Wall 
Streeters to re-studying their charts. 
The big insurance company sees gross 
national product topping the 1956 
level by almost $20 billion (to $430 
billion). Adding all the factors to- 
gether, the “Pru” sees “powerful am- 
munition both for an increase in out- 
put and increases in prices.” 


Equally bullish were a group of 
executives assembled by the US. 
Chamber of Commerce. Some of their 
forecasts for this year: farm equip- 
ment sales up 15% over 1956; food up 
6.7%; retail sales up 5% or more in 
the first half; record chemicals sales 
of $24 billion or more during last year 
should carry over at least through the 
first half of 1957. 


Future executives are the coming | 


bottleneck in America’s vast capital 
expansion program, according to Nor- 
man H. Strouse, president of J. Wal- 
ter Thompson Co. Says Strouse: “The 
pinch is particularly apparent in the 
age group between 25 and 45 from 
which the managers, the supervisory 
personnel, the technical experts, and 
the specialists of tomorrow must be 
recruited.” 


Home furnishings are getting a big 
lift from rural Americans. Farm fam- 
ilies increased their purchases of 
wall-to-wall carpeting by some 33% 
last year, becoming one of the indus- 
try’s best prospects for this type of 
floor covering. A Daniel Starch sur- 
vey of more than 8,000 rural homes 
showed that 39% of the wall-to-wall 
carpeting now in them was installed 
over the past two years, though these 
homes previously had been below the 
national average for soft floor cover- 
ings. 





Women investors show special ten- 
dencies in buying stock, contends New 
York broker Arthur M. Krensky Jr. 
The distaff side, he observes, likes to 
shop around, “study all angles, soak 
up as much sideline advice as possi- 
ble, get the feel of what she’s buying.” 
Once women have bought, he notes, 
“they’re as faithful and loyal to their 
choices as to their families.” 
(CoNTINUED ON PAGE 20) 
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Why Some People Almost 
Always Make Money 
in the Stock Market 


HY DO SOME “foolhardy” people 

make money in the stock market, 
while some of the most cautious people 
“lose their shirts’? What is the basic secret 
of preserving and multiplying your family 
nest egg? 

After 35 years as a stock market investor, 
writer, broker and advisor, G. M. Loeb is 
more convinced than ever of the answer: 
most investors have mistaken ideas about true 
financial safety. 

According to Mr. Loeb, who is a Partner 


* of the famed brokerage firm of E. F. Hutton 


& Company, it is actually safer to put a small 
portion of your capital in a well chosen spec- 
ulative stock and keep the rest of it idle — 
than it is to put all of it in a “‘safe’’ blue-chip 
stock. And he tells why, based upon facts drawn 
from his wealth of successful experience. 


This is just some of the startling advice 
given in his unusual how-to-invest book, 

“THE BATTLE FOR INVESTMENT SUR- 

VIVAL.” (50,000 copies have already been 

sold!) And here is some more: 

—Diversification can be dangerous. 

—The fact that a stock is widely held by 
investment trusts is usually mot a good 
reason for buying. 

—Any program which involves complete 
investment of all capital at all times is 
certain to fail unless the amount is ex- 
tremely small. 





—It’s really safer to aim at 
doubling your money 
than to aim at investing 
it for a4% to 6% return 


What makes Mr. Loeb’s 
daring rules so impressive 
is that he is not an ivory- 
tower theorist who has 
merely tested his ideas ‘‘on 
paper.” Instead, he is one 
teacher who for 35 years 
has practiced with cold cash 
what he preaches. And with big-profit results 
—for, as Newsweek Magazine says about 
his book, “written by a man who has out- 
smarted the market for years.”’ 


In this book he warns of Pitfalls for the 
Inexperienced . . . tells What to Look For in 
Security Programs... What to Buy — and 
When .. . Advantages of Switching Stocks 
. .. How to Gain Profits by Taking Losses . . . 
How to Detect “Good” Buying or “Good” 
Selling . . . and many other “insider's” secrets. 
No wonder the Wall Street Journal says: 
“His book is a must.” 





G. M. LOEB, 
Partner, 
E. F. Hutton & Co. 


MONEY-BACK AGREEMENT 

Mail coupon below for “THE BATTLE FOR 
INVESTMENT SURVIVAL” — only $2.95 post- 
paid. If you're not convinced within 10 days that 
it can repay you its small price many times over, 
return it for FULL REFUND. But don’t delay — 
this book tells things you should be doing with 
your money RIGHT NOW IN THIS MARKET! 


SS SS SS SS SSS == 


HURRY HOUSE PUBLISHERS, Dept. 41 
61 Broadway at Wall St., New York 6, N. Y. 

Please send me postpaid a copy of ‘‘The Battle for Investment Survival,’ 
by G. M. Loeb. I enclose $2.95 in full payment. (If a resident of N.Y.C. please 


add 9 cents sales tax.) It is understood that if a 10-day examination does not 
convince me that this boo 


profits many times over, I may return it for full refund 









k can repay me its small price in stock market 














NEXT ISSUE: 


“Look Sharp! Feel Sharp! 


Be Sharp!” Forses looks at the face and fortunes 


of Boston’s venerable Gillette Co., whose razors and blades, pens and permanents 


keep it looking sharp. 


0 1 Year $6 





Jan. 1 Issue $1.00 


Forses, 70 Fifth Avenue, New York 11, N. Y. 
Please send me Forses for the period checked: 


0 2 Years $9 
(C0 Enclosed is remittance of $... 






F-1013 


(C0 I will pay when billed. 
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Pan American and Foreign $4 a year additional. 




















Stubborn about Your Stocks? 


In our business you naturally meet all kinds of investors— 
and some of them can be pretty stubborn about their stocks. 
They’re sure the stocks they own are the best ones they can 
buy. They don’t seem to realize that investment values do 
change with the passage of time—that what was a good buy 
five or ten years ago might make an even better sale today. 

To us, it only seems like good sense for an investor to check 
on his holdings from time-to-time . . . get an unbiased, up-to- 
date review of the stocks he owns in the light of today’s 
conditions. 

Where can you get such a review? 

That’s easy. 

If you’re not stubborn about the stocks you own, just list 
them for us with the prices you paid, and tell us something 
about your over-all situation and investment objectives. 

I'll see that you get the most realistic report we can send 
you on your investment program. 

There’s no charge either, whether you’re a customer or not, 
own one stock or a hundred. Just address— 


Watrer A. Scuoit, Department SD-98 


Merrill Lynch, Pierce, Fenner & Beane 
Members of the New York Stock Exchange 
and all other Principal Exchanges 
70 Pine Street, New York 5, N. Y. 
Offices in 107 Cities 























AMERICAN NATURAL GAS COMPANY 


A NEW JERSEY CORPORATION 


MICHIGAN CONSOLIDATED GAS COMPANY MILWAUKEE GAS LIGHT COMPANY 
MICHIGAN WISCONSIN PIPE LINE COMPANY 
AMERICAN LOUISIANA PIPE LINE COMPANY 

















AN INTEGRATED NATURAL GAS TRANSMISSION AND 
DISTRIBUTION SYSTEM WITH MORE THAN HALF 
A CENTURY OF SUCCESSFUL OPERATION— 
SERVING MORE THAN A MILLION 
CUSTOMERS—CONTINUING ITS 
EXPANSION PROGRAM. 
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(CONTINUED FROM PAGE 19) 


Industrial and other bonds went into 
the portfolios of the nation’s life 
insurance companies in a steadily in- 
creasing stream last year. Accord- 
ing to the Life Insurance Association 
of America, the insurers raised their 
purchases of bonds during the year 
by $787 million, or 23% more than 
they bought in 1955. 


© ” & 
College graduates in next June’s 


crop are already being wooed by big 
business. At Pittsburgh’s Carnegie 


Institute of Technology, no less than 
375 concerns have already signed up 
to start interviewing students early 
next month. 






Aluminum may be hard-pressed to 
retain its lead as an aircraft metal in 
an age of jets and rockets. Metal- 
lurgists say it cannot stand the super- 
high temperatures of high-speed 
travel in outer space. Favored alter- 
native metals: stainless steel and 
titanium alloys. 
* 











Small-business is getting increasing 
attention from the Government now. 
Under a new rule, manufacturers with 
more than 500 workers, who formerly 
were too big to qualify, will now be 
eligible for Government orders if they 
are small in their field. Exceptions: 
small companies (300 men, for in- 
stance) that are important factors in 
their industry. 





Labor shortage may continue for 
another 10 years, say statisticians aft- 
er studying latest population figures. 
The reason: the big post-World War 
II baby crop will not enter the labor 
market for another 10 years, but the 
present work force must provide it 
with more schools, clothing and food. 








Good news for housewives came 
from the American Viscose Corp. last 
month. The company now is produc- 
ing a new rayon carpet fiber which 
has soil resistance comparable to wool 
and 25% greater wearing quality than 
any other carpet rayon. 




















tions: a reduction in the holding pe- 
riod for capital gains tax from six to 


(CONTINUED ON PAGE 22) 
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say Washington observers, will be for 
the military, but not because of Mid- 
















Why Combustion 
is accelerating its 
expansion program 


NET ANNUAL ADDITIONS TO 
ELECTRIC GENERATING CAPACITY* 








Fuel Generated 
Hydro Generated 


(in thousands) 








Kilowatts 
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The chart shows the rate at which America’s utility 
industry has been expanding for the past decade 
and its projected rate of expansion to 1970. What 
this rate of growth means is dramatically illus- 
trated by the fact that the total new capacity to 
be installed in the next decade will substantially 
exceed the total capacity the utility industry has 
attained in the 75 years it has been in existence. 


Because electrical consumption reflects our 
national prosperity and living standards, this chart 
also indicates the progress we have been making as 
a nation and the progress we can anticipate for 
some years to come. It is doubly significant to us 
at Combustion since the largest part of our dol- 
lar volume comes from sales of utility boilers, and 
the second largest part from sales of boilers and 
other equipment to industry whose annual rate 
of growth roughly parallels the rate of power 
expansion. 


To keep abreast of power expansion, Combus- 
tion increased its manufacturing capacity more 
than 50 per cent in the five-year period ending in 
1955. And it is now engaged in the biggest expan- 
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sion program in its history — not only to assure its 
ability to meet the ever-growing demand for con- 
ventional boilers, but also to prepare itself for a 
major role in the rapidly developing field of 
nuclear power. 


In its expansion, as well as in its research and 
development work, Combustion’s objective is to 
build boilers today that will set tomorrow’s stand- 
ards of performance. Whether your steam require- 
ments be large or small, you can depend on C-E 
Boilers to give you the best in economy and 
reliability. 


COMBUSTION 
ENGINEERING 


Combustion Engineering Building 





B-975 


200 Madison Avenue, New York 16, N. Y. 


steam generating units; nuclear reactors; paper mill equipment; pulverizers; 


flash drying systems; pressure vessels; domestic water heaters; soil pipe 
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TRENDS & TANGENTS 


(CONTINUED FROM PAGE 20) 


Refugee airlift has given non- 
scheduled airlines their biggest boom 
since the Korean War. Need for ad- 
ditional aircraft to carry Hungarian 
refugees is so great that the asking 
price for used DC-4s jumped from 
$550,000 apiece to over $600,000 last 
month. 


® . * 
New York Stock Exchange hoping for 


revisions in tax laws to stimulate in- 
vestment. Among its recommenda- 





tions: a reduction in the holding pe- 
riod for capital gains tax from six to 
three months; dropping the maximum 
tax from 254% to 124% until the 
tax can be abolished. 


Prefabricated housing may get a 
sharp boost from a new home devel- 
oped by Scholz Homes. This model 
has only three pieces to put together, 
and can be erected in just eight hours 
by a crane and five-man crew. On- 
site finishing costs: under $500, says 
Scholz. 


Biggest budget increase this year, 
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mates of 1956 earnings made by the 


say Washington observers, will be for 
the military, but not because of Mid- 
dle East tension. Main reason: the 
rise (probably $2 billion) will go to 
pay for the higher level of military 
spending that was started more than 
a year ago. 


Canadian smokers will get their 
choice of two new brands of cigarettes 
this spring. Belgian-owned Cana- 
dian Tobacofina is invading the mar- 
ket with “Carousel,” a regular type, 
and “Belvedere,” a filter. 


Volume of corporate securities offer- 
ings has not been dented by tight 
money, according to the SEC. In the 
first nine months of last year, no less 
than $7.9 billion in bonds and com- 
mon and preferred stock were sold— 
the highest nine-month total on rec- 
ord, and 8% over the same period of 
1955. 


Secondary effect of tight money now 
plaguing corporate heads: many 
transferred employees cannot sell 
their homes, or raise the down-pay- 
ment for a new dwelling because of 
the shortage of money. As a result, 
some companies now are lending the 
employee money or helping him get a 
bank loan. 


Colleges get little comfort from the 
first interim report of the President’s 
Committee on Education Beyond the 
High School. Says the committee: 
college enrollments, now running at 3 
million, could soar to 9 million by 
the time the horde of war babies 
comes on campus. 


Security underwriters are getting a 
new break from the Securities & Ex- 
change Commission in offering stock 
for sale to the public. From now on, 
the underwriter may tell a potential 
buyer about the status of the issuing 
company without waiting fer the end 
of the 20-day period between regis- 
tration of a new issue and clearing of 
the registration statement by the SEC. 


e e - 
Trading stamps are most popular 
with younger, lower-income groups, 


according to a New York advertising 
agency. The admen’s survey also 


(CONTINUED ON PAGE 24) 
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ing day. Of 811 daily papers in cities 


PURSES, JANUARY i, idvdi 
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HERE’S SOMETHING for every community 
to keep in mind when those new multi-billion 
dollar superhighways are in the planning 
stage — 

Land next to a railroad is often ideally 
suited for industrial use. Put industries on it 
and you create new job opportunities and new 
sources of tax revenue for your community. 
Everybody benefits! 

Under these conditions, this land is a 
valuable community asset. However, through 
oversight, this asset can be “killed off” 
completely ‘and forever by putting a new 
highway too close to the railroad. For most 
industry must have easy, economical access 


SOUTHERN 





...and a potential taxpayer died, too! 


to rail service and this is impossible with a 
highway in between. 

The time to protect and preserve this 
community asset is when the highway is 
being planned. And it is easy to do. Wherever 
possible, simply leave an adequate strip 
of land for industrialization between the 
existing railroad and the proposed highway. 
This property immediately becomes doubly 
attractive to industry—for it then can offer 
modern rail service on one side and access to 
a modern highway on the other. You and your 
community will benefit. 





RAILWAY SYSTEM 


WASHINGTON, D.C. 
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(CONTINUED FROM PAGE 22) 


showed that 24% of the women who 
save stamps switched to stores offer- 
ing them, while the remaining 76% 
have never changed stores because of 
stamps. 

a a o 


Uranium concentrate production in 
the U.S. doubled its rate last year. 
According to the Atomic Energy 
Commission, the U.S. was producing 
uranium at the rate of 8,000 tons a 
year by the end of 1956, exactly dou- 
ble its output at the start of the year. 


U.S. Lines is shopping around ship- 
yards for a sister ship to the super- 
liner S.S. United States, under 
authorization from the Maritime Ad- 
ministration. The new giant of the seas 
will cost around $90 million, with the 
Government picking up 60% of the 
bill in construction subsidies and for 
national defense features. 


Wall Streeters are studying esti- 


mates of 1956 earnings made by the 
companies themselves last month as a 
guide to 1957. A few of them: Stand- 
ard Oil of New Jersey sees 1956 net 
rising over $4, from $3.61; Republic 
Steel, slightly above 1955’s $5.59; Gar- 
rett Corp., about $5.65 (for year ended 
this June) vs. $5.13. 


Fuel demand will more than double 
in the U.S. over the next 25 years, 
according to the National Planning 
Association. Output of petroleum is 
expected to climb from 2,807 million 
barrels in 1955 to 6,500 million barrels 
by 1980; water power (in billion 
kwh) from 118 to 277. 


Stern warning that workers must 
get more and better protection and 
services from the states during injury 
or illness came from Secretary of 
Labor James P. Mitchell. Failure to 
do so, says Mitchell, would mean that 
the Federal Government would have 
to step in and take over the job. 


Stock quotations are being carried 
in more newspapers with every pass- 


ing day. Of 811 daily papers in cities 
with populations of more than 25,000, 
no less than 113 publish complete New 
York Stock Exchange tables vs. only 
101 papers in 1952. During the same 
period, the number of papers carry- 
ing either complete or partial tables 
rose from 502 to 552. 


Psychiatry goes to work for cor- 
porate executives at the Menninger 
Foundation early next month. A se- 
lect group of 20 presidents and vice 
presidents of large U.S. corporations 
will participate in studying common 
problems in communication, super- 
vision and motivation. 


Great Britain’s portfolio of Ameri- 
can securities aroused great interest 
among brokers when they were 
pledged with the Ex-Im Bank. Some 
of. its holdings, according to currency 
specialist Franz Pick: 900,000 shares 
of Shell Oil, 430,000 General Motors, 
180,000 Jersey Standard, 315,000 In- 
diana Standard, 100,000 American and 
Foreign Power first cumulative pre- 
ferred, 130,000 Socony Mobil, 90,000 
Singer and 230,000 Celanese. 





PANHANDLE EA 


Producer, Long Distance Transporter 

and Supplier of Natural Gas, 

directly and indirectly, to an estimated 
population of over 13,000,000 

and to industries in Texas, Oklahoma, 
Kansas, Missouri, Illinois, Indiana, 

Ohio, Michigan and the Province of Ontario 


STERN PIPE LINE COMPANY 


Informed investors know that one of the important 
characteristics of Panhandle Eastern is its ownership of 


substantial natural gas reserves. 


The Company’s current deep drilling program on its own 
leases has been highly successful, resulting in new 
discoveries which have materiaily increased the 


Company’s owned reserves. 


The key to a dependable, adequate supply of natural gas 
is the never-ending search for additional reserves... 
a search that calls for the courage to make enormous 


investments of new capital. 





The natural gas industry will continue to make these 
investments to locate new gas fields and to expand 
transmission capacity so long as there is adequate 
incentive to encourage natural gas companies to find, 
produce and transport this superior fuel. 


PANHANDLE EASTERN PIPE LINE COMPANY 
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Nuclear fuel elements, clad in metals 
ranging from Aluminum to Zirconium, 


Piates and bars, rods and tubes, these are but 
a few of the many strange “packages” in 
which Sylvania puts fuel for atomic reactors. 

Sylvania’s position as a leader in today’s 
most exciting industry comes from the com- 
pany’s experience, nearly a decade long, with 
the metals needed in atomic fuel elements and 
reacto; components. Today, Sylvania’s atomic 
scientists and engineers are working with many 
other organizations on every major reactor 
type—to help make atomic energy a source 
of peaceful power. 

Sylvania’s nearly 2,000 scientists and en- 


take many shapes at Sylvania 


gineers and many thousands of technicians 
are constantly pioneering in new fields. In 45 
plants and 18 laboratories, in 42 communities 
throughout the country, they are developing 
new techniques and finding better ways of 
doing more things for more people— in light- 
ing, radio, television, electronics, atomic en- 
ergy. Sylvania Electric Products Inc., 1740 
Broadway, New York 19, New York; Sylvania 
Electric (Canada) Ltd., University Tower 
Building, Montreal, P. Q.; Sylvania Inter- 
national Corporation, 14 Bahnhofstrasse, 
Coire, Switzerland, 


MW SYLVANIA 


LIGHTING «+ RADIO ¢ TELEVISION © ELECTRONICS * ATOMIC ENERGY 





ring in 
the new ! 


New Year...new homes...new growth 
...New Opportunities for 
communities and business 
throughout General’s 30-state area. 


BUILDING A HOME? Save money and trouble 
by planning built-in telephone facilities. 
Ask any of our offices for a free copy of the 
booklet “Telephones Need To Be Planned, Too.” 


GENERAL TELEPHONE SYSTEM 


ONE OF AMERICA’S GREAT TELEPHONE SYSTEMS * 260 MADISON AVENUE, NEW YORK, N. Ye 
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“With all thy getting, get understanding” 


FACT AND COMMENT 





1957 BUSINESS PROSPECTS 


Exactly one year ago in discussing the business outlook 
for the twelve months just completed I wrote: 
“Most portents indicate that this year [1956] the 
economy of the nation will be even more prosperous 
than during booming 1955... . 


“There will be more jobs, more personal income, 


indication that both individual consumers and business 


itself intend to spend it 

as never before. 

“At the beginning of 
this new year [1956] it 
would seem that our prob- 
lem is more one of bri- 
dling a boom that may 
run away, rather than 
fearing or facing a bust 
during the months im- 
mediately ahead.” 

The above is not quoted 
simply to take a bow on 
what turned out to be an 
accurate estimate, but be- 
cause it very aptly sum- 
marizes what seems to me 
is also the outlook for 1957. 

The problem of containing 
a boom, of bridling inflation, 
is much more acute and the 
big economic story of the 
new yeer will be written 
around our success or fail- 
ure in coping with the prob- 
lems of great prosperity. 
The “tight money” debate 
now raging represents only 
one aspect of the problem. 

Most economists seem to 
anticipate a drop in business 
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activity around the middle of the coming year, but few 


foresee any sharp decline. There is considerable uneasi- 








RATING MANAGEMENTS 


Eight years ago when my father was approached 
on the idea of giving specific scores to the some- 
what intangible qualities of management, he was 
rather startled and expressed reservations as to the 
project's feasibility: But as the editors tackled the 
task and, over a period of months, put together the 
first such ratings, his enthusiasm mounted and in the 
first issue to carry the Report Card, he wrote: 

"This issue is unique. Our modern-generation edi- 
tors have tackled the colossal task of analyzing and 
rating the managements of some 149 leading com- 
panies . . . youth rushes in where age hesitates to 
tread! The daring job has been most thoroughly, 
painstakingly, conscientiously done over a period of 
months and over far-flung areas . . . We plan to 
make this an annual feature—and hope to improve 
upon the initial attempt.” 

In succeeding years changes in the techniques of 
analysis and the benefits of experience have won 
for this annual management rating steadily increas- 
ing stature. Today, in the financial community with 
its hundreds of thousands of individual shareholders, 
it is used as an investment guide post, as a criterion 
for determining the wisdom of putting money into 
or taking money out of the companies analyzed. 

| know that this ninth report represents the most 
exhaustive study by the largest number of editors 
and researchers ever before involved. Our attempt 
has been fo arrive at the necessarily “intangible” 
score on the basis of very tangible facts from the 
record. | believe this issue will prove useful to 
investors. 








ness in the business community about the rapidity of 
corporate expansion. The present rate of expenditure for 
new plants and new equipment and general industrial 
modernization is at record-breaking heights and will 
certainly continue for at least the next three months. 

While high interest rates present serious problems for 
more money available to be spent, and there is every those trying to meet vital needs in school construction, 
road construction, and so forth, this high cost for new 


capital will have the effect 
desired by the Federal Re- 
serve Board in bringing 
about a careful re-examina- 
tion by many companies of 
growth plans. Ofttimes 
break-neck expansion re- 
sults from a misjudgment 
of potential markets and 
overproduction of certain 
items. The corrective proc- 
ess is painful, sometimes 
disastrous, for companies 
financially overextended. 

Nineteen fifty-seven will 
be a year marked by a 
shortage of money despite 
unparalleled prosperity. To 
the degree that higher in- 
terest rates curb unwar- 
ranted expansion they will 
serve a salutory purpose. 
But Washington’s economic 
policy-makers are walking 
a tightrope and must be 
nimble if the “cure” is not 
to be worse than the disease. 

At the end of 1957 Amer- 
icans should be able to look 
back on twelve pretty satis- 
factory months. 





THOSE WHO CAN, TEACH 


“To say those who can, do, and those who can’t, teach,” 
George Bernard Shaw once said in a mellow moment, 
“is far from fair.” It is also far from correct. For today, 
in the light of some mighty startling statistics, it is 
perhaps fairer to say: only those who can, teach. 

The shame of it is that, as a nation, we are not making 
it nearly attractive or rewarding enough for those who 
can, to teach. Our teachers are so underpaid and, at 
their current rate, face so fruitless a future that it is 
little wonder 50,000 of them leave their jobs each year. 
Some marry, some retire. But an appalling number 
desert to every endeavor from bookkeeping to bartending, 
the pay is so much better. 

From Harvard Historian Oscar Handlin comes this 
dire warning: the U.S., which had just over one million 
elementary and secondary schoolteachers in 1955, will 
need 600,000 more by 1959. American colleges and uni- 
versities will need 250,000 more faculty men in the next 
12 years. To get anywhere near those goals would mean 
that half the men and women graduating from college 
in the next three years would have to become teachers. 
Yet since 1953, barely 20% of all college grads have 
gone into education. 

We are already so starved for instructors that 100,000 
emergency teachers are in service. Necessarily, it means 
that half our children are receiving instruction from 
relatively untrained rookies. In our elementary schools, 
less than 70% of teachers have college degrees. In our 
high schools, 46% offer no foreign language, 23% no 
physics or chemistry, 24% no geometry. In our colleges, 
only 60% of faculty men have earned a Ph.D. 

For a highly literate nation, wealthy without peer, this 
is deplorable. Consider by contrast the Soviets, who are 
force-feeding their youth on a heavy diet of the sciences. 
But if the state of U.S. education is shocking, it is also 
understandable. In the midst of the nation’s far-reaching 
prosperity, teachers are the only occupational group that 
has yet been untouched by it, the 
only group whose real earnings have 
actually fallen since 1940. 

Compared with the average factory 
hand, whose purchasing power has 
increased 150% in the last 15 years, 
that of a full professor at Princeton 
has gone up only 71%. At Prince- 
ton, as at all top-grade colleges and 
universities, living costs have spurted 100%, yet the full 
professor, who earned 3.4 times as much as an instructor 
in 1940 ($6,000 vs. $2,000), now gets but 2.5 times as 
much ($9,000 vs. $4,000). 


Former Pres. Lowell 
of Harvard 


As one Princetonian put it 


recently: “For 25 years of service and growth, we give 
the prof only 2% times the average of the lowest rank.” 
What is more, against the salary of even a corporate 
vice ‘president, the average college president’s $11,314 
and the average dean’s $7,495 look like precious little 
pay indeed. And this all the way 
down the line for “the noblest call- 
ing of them all.” Wrote Novelist 
Henry James, “A affects 


eternity; he can never tell where 


teacher 


his influence stops.” 

As the Princeton University Fund 
summed it up succinctly: “It’s time 
... The prob- 
lem is insoluble in terms of the next five years. 
Good teachers are not stored in warehouses to be as- 
sembled like autos or prefab houses. The best that can 
be done now is to make a beginning for the longer 
future.” And the best place to begin is with teachers’ 
salaries. 


: Henry James 
to stop this nonsense! 


The recent, fabulous Ford Foundation grants were a 
heartening start, but they were never intended to be 
a be-all and an end-all. More Government aid to edu- 
cation is on the Eisenhower docket for the next Congress. 
But it seems to me that the big donors should rightfully 
be those who benefit most from the graduates our schools 
turn out, namely U.S. business and industry. 

As surely as a stockholder invests in a company, so 
must our corporations invest in our colleges and uni- 
versities if they want to go on reaping the dividends of 
technical and administrative talent. The notion is not 
revolutionary. Such companies as B. F. Goodrich, Gen- 
eral Motors and Colgate-Palmolive have frequently made 
generous gifts to schools, as have any number of front- 
line corporations. The point is that 
many others are needed to follow 
their lead. And they had better hurry. 
In the last 25 years, the cost of run- 





ning Harvard, for example, has quad- 
rupled while its endowment income 
has only doubled. 

In fact, Harvard’s famed President 
Lowell once said frankly: “Univer- 


| 
z 


sities, if successful, must be beggars, 
and the better work they do the 
more they must beg.” Says Harvard’s 
present President Nathan Pusey: “All 
colleges and universities that are alive are in need.” 
The need is now, and it is getting late. To allow the 
nation’s need for better-paid teachers to go begging 
would not only be bad medicine—it would be bad 
business. 
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Winter Warning! 


If you catch acold... and fever develops... 


go to bed and call your doctor right away. 


Fever warns of complications ... such as 
pneumonia, influenza and infections of 


the throat, ears and sinuses. 


Prompt treatment for these and other winter 
ailments may make a difference between a 


quick recovery and a lengthy, complicated illness. 


To help prevent a cold, stay away as much as possible 
from people who have colds; get plenty of sleep and rest; 
eat a well-balanced diet; avoid getting chilled, 


wet or overtired and try to avoid exposure to drafts. 


For other helpful information about winter ailments, send 
for Metropolitan’s free booklet, Respiratory Diseases. 


! 
J 





Cc 
° 7 
1 Madison Avenue, New York 10, N. Y. 
Please send me the free booklet, 
1-57-F Respiratory Diseases. 


Name 
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garnered 9.7c of the ticket counter 
dollar. Delta &8.7c. Pan American and 














Texaco Research— 
always ahead 
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AIRLINES 
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Costly jets on order mean that seat-of-the-pants man- 
agement will no longer do for the nation’s airlines. 
Ahead: a tortuous fiscal squeeze. 


Is running an airline first of all a 
business—or a romance? In other 
years, that has been a lively question. 
Clearly enough, seat-of-the-pants 
management of the nation’s airlines is 
as out-of-date as seat-of-the-pants 
flying. But is it out of fashion? Until 
quite recently, it looked as though it 
might not be. But there was no ques- 
tion about it last year: romance was 
taking a beating. For once, the most 
important man around the airlines’ 
front offices was the financial man. 
Pinched Pocketbooks 

He is likely to remain so for a 
long time to come. For if there was 
one thing airline managements were 
looking for last year it was money— 
big money. More than any other kind 
of transportation, you don’t get airline 
passenger business if you don’t have 
the latest, fastest, most promotable 
equipment. These days that means jet 
planes for delivery by 1959, and jet 
planes mean equipment bills the like 
of which the airlines have never seen 
before. 

Where a present-day DC-6B piston- 
powered transport costs about $1.2 
million, and a DC-7B or Super-Con- 
stellation about $2.2 million, jets carry 
pricetags ranging from $5 million to 
$6 million apiece. Already the air- 
lines have signed on the dotted line 
for nearly $1.5 billion worth of jets, 
and before they are done the total 
tab may run as high as $3 billion. 

If running an airline were a fairly 


Forses, JANUARY 1, 1957 





easy way to make money, paying such 
whopping bills would be no problem. 
But the plain fact is that it is not, 
has never been and may never be. 
In the first nine months of last year, 
even mighty American, the U.S.’ big- 
gest air carrier, was able to earn only 
14%4c operating profit on every dollar 
that came in at the ticket counter. 
Moreover, it carried only 7.3c of that 
down to net. Many a chemical or oil 
company did at least twice as well. 
Other airlines did slightly worse or 
better. Because he likes to depreciate 
his equipment fast, Eastern’s Eddie 
Rickenbacker was left with only 4.7c 
of his almost identical operating mar- 
gin in the earnings column. National 





BOX SCORE—— 


Here is how FORBES’ editors rate 
the management abilities of the top 
nine U.S. airlines (ideal score: 100). 


International Carriers 











Pan American ($285.4)*.......... 85 
ain, er ds cawnen 75 
TEE acvne.na see sence 75 
Big Three Domestic Carriers 
2 8 90 
ff | ea 90 
EE nn bh cca kcaes 90 
Medium Three Domestic Carriers 
| ee. 85 
SE ES aes 90 
(a ee 85 


*Total assets in millions as of 9/30/56 shown 
in parentheses. 














garnered 9.7c of the ticket counter 
dollar, Delta 8.7c, Pan American and 
United just short of 6c, Northwest 
5.2c, and TWA and Capital nothing. 
Even at that, many of these sums in- 
cluded non-recurring profits on sale 
of old equipment. 

No wonder then that airline presi- 
dents were knotting their brows and 
feeling their pocketbooks. And there 
is another reason. Last year their 
wallets were already feeling a pinch 
even though jet expenses are still over 
the horizon. 

Not that business at the airline 
ticket counters was not good last year. 
It was. Altogether the U.S.’ twelve 
top airlines boosted their revenues 
11.7% to a whopping $1,052 million in 
1956’s first three quarters. With the 
always big final quarter still unac- 
counted for, that augured well for 
their chances of matching the 18% 
average gains they have racked up in 
recent years. 

The big trouble was that it is getting 
harder to make running an airline pay. 
Fast as their take rose, the airlines’ 
expenses mounted still faster. Thus 
despite a record surge of passengers, 
the Big Twelve carriers’ nine-month 
net operating income actually fell 
9.4%. By September they were mak- 
ing only 9.7c on each sales dollar even 
before taxes, interest and other 
charges. A year earlier it was 12c. 

For some carriers, it was disas- 
trously less. Case in point: wobbly 
TWA, the headless wonder of the air- 
lines ever since able Ralph Damon 
died last January. It lost altitude so 
fast it took investors’ breath away. 
In place of a $12.4 million operating 
profit a year ago, TWA dipped $1 
million into the red. Since President 
James Carmichael was breaking in 
Viscounts and expensing them month- 
ly, Capital Airlines’ operating net 
went the same way. 

Elusive Dollars 

Because Carmichael is experiencing 
now what his rivals will undergo later, 
his trials point an important moral. 
Never a conspicuous moneymaker, 
Capital has still usually turned in a 
modest profit. Moreover, thanks to 
important new route awards, Capital’s 
prospects have become immensely 
brighter. 

But to take advantage of them, Slim 
Carmichael had to brave a bold gam- 
ble. Until the awards, Capital had 
been mainly a short haul carrier; it 
did not have the equipment to cover 
the new longer routes as well. So 
Carmichael bought British-built Vis- 
counts on which he could get quick 
delivery, thus making his the first 
airline in the U.S. to fly turboprops. 
Last year 45 Viscounts were delivered, 
and this month Carmichael is due to 
get 15 more. By August he will have 
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DONALD DOUGLAS (RIGHT) SIGNS UP UNITED’S PATTERSON FOR DC-8 JETS 
Now the question is: How to foot the bill? 


75, at a total outlay of $90 million. 

If this sum were all that were in- 
volved, Slim Carmichael would have 
few headaches. His Viscounts gave 
him the best in-flight service in the 
U.S., and passengers rushed to climb 
aboard. But while Capital’s nine- 
months take rose 19.4%, its operating 
expenses skyrocketed 30%. Thus af- 
ter paying $2.3 million depreciation 
on the new planes, $1.7 million in 
additional advertising to promote 
them, and $1.6 million to retrain 
pilots in their use, Carmichael was 
out of pocket an extra $5.6 million. 
What was worse, his old DC-3s, 
DC-4s and Constellations, most of 
them fully depreciated, began losing 
money. 

Actually, Carmichael got off re- 
markably lightly. By winter four out 
of five of his Viscount flights were op- 
erating with a load factor of 65% or 
better against a breakeven load of 
55%. By September he was back in 
the black. “Actually,” says Car- 
michael, “August was the peak of our 
problems. I think we've already 
turned the corner.” 


Jet Bottleneck 

Turning the corner may be a lot 
harder for Carmichael when he takes 
delivery in mid-1958 of the 14 Comet 
IV jets he has ordered, and for the 
other airlines when they get Lockheed 
Electra turboprops next year and jets 
in 1959. For one thing, jets cost a 
whale of a lot more money than Vis- 
counts do, and by the time the Elec- 
tras arrive turboprops will no longer 
be a novelty. 

For another, the airlines’ past ex- 
perience does not hold out much 
promise that its expensive new planes 
will turn out to be moneymakers 
overnight. Start-up expenses on new 
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equipment is always high. Back in the 
late 1940s, when DC-6s went into 
service, it was months before the bugs 
were ironed out and they got off the 
ground. More recently, the compound 
engine that powers the Super-G Con- 
stellation and the DC-7 turned out to 
need much higher maintenance out- 
lays than were originally budgeted. 
Since jets are an even more radical 
departure from past equipment, they 
are likely to demand even larger 
break-in expenses. 

Once they get airborne, however, 
the jets should revolutionize the air- 


WHEREWITHAL———— 


One crucial question dogs every airline's 
management these days: how to finance 
entry into the jet age? The biggest air- 
lines have arranged to borrow huge sums 
on remarkably good terms to pay for jet 
planes. Lesser carriers are harder put to 
find the wherewithal. But even the biggest 
will have to draw large sums out of the 
corporate till to meet the $3% billion tab. 


How capable are the airlines of gener- 
ating this cash? In judging, reported net 
income is misleading because the carriers 
throw off large sums in depreciation. A 
better gauge: cash flow—i.e., net income 
plus depreciation and amortization. This 
is how the nine leading airlines stacked 
up in the first nine months of 1956: 


$ Per share 


Reported Depreciation Cash 
Net Income & Amortization Flow 


Pan American 


$2.06 
2.15 


$2.55 $4.61 

1.66 3.81 
United 3.54 4.88 8.42 
Eastern 2.92 5.83 8.75 
Trans World .05 5.01 5.06 
Northwest 2.66 5.21 7.87 
Delta* 3.49 3.53 7.02 
National* 3.90 3.87 7.77 
Capital d2.55 2.94 39 


*Year ended June 30. 
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CAPITAL’S CARMICHAEL 
He chose Viscounts and Comet IVs. 


line business. United’s Patterson rea- 
sons that they can do 3% times the 
work of a DC-7, yet will cost 14% 
less per seat-mile to operate. They 
will also have a useful life of from 
10 to 20 years, the first time the air- 
lines have stabilized on equipment for 
such a long period. 


High Cost of Progress 

But before the airlines reach such 
smooth air, they are going to have to 
pass through a tremendous fiscal bot- 
tleneck. Reason: even before taking 
on the enormous cost of jets, the air- 
lines had little enough cash to spare. 
As the table headed “Wherewithal” 
shows, the carriers are already divert- 
ing a huge part of their earning power 
into depreciation and amortization of 
their present equipment. Most pay 
off the cost of new planes in seven 
years, Eastern in five (which is why 
its reported earnings far understate 
its legendary earning power). 

Much of the $3 billion the airlines 
may spend for jets will have to be 
borrowed. Eastern, for example, has 
already arranged a 20-year, $90 mil- 
lion loan from Equitable Life, with no 
payments due for ten years. Amer- 
ican and United have sealed equally 
spectacular deals. Obviously the in- 
surance companies are sold on jets; 
they have never before lent the air- 
lines any such substantial amounts. 

Yet at least half of the airlines’ jet 
outlays will have to come out of re- 
tained earnings and depreciation ac- 
counts. Sale of present equipment 
may add another fairly sizable sum. 
But at least $1 billion will have to 
come from new financing. For the 
strong airlines, such as Eastern, Amer- 
ican and United, that will mean adding 
new layers of debt on top of old. For 
the less prosperous carriers, it will 
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mean selling common as well and 
diluting stockholders’ equity sub- 
stantially. No airline is likely to get 
through into the jet age without pay- 
ing a high price in terms 6f immediate 
earnings for the privilege. 

The Acid Test 


In short, the airlines are each facing 
an acid test of management: how ably 
will they negotiate the fiscal bottle- 
neck that faces them? Who stands the 
best chance of succeeding? 

Certainly among the Big Three do- 
mestic carriers the answer must be: 
Captain Eddie Rickenbacker’s East- 
ern. No airline in the U.S. has been 
as consistently profitable. Moreover, 
Rickenbacker is a notably tightfisted 
man when it comes to parting with a 
dollar either in expenses or divi- 
dends.* 

It is a good question whether East- 
ern’s unequalled profitability implies 
that Rickenbacker’s management is 
the industry’s best. But one thing is 
sure: the New York-Florida run 
Rickenbacker shares with National 
(and soon with Northeastern) are the 
lushest in the U.S. In ability to pay 
his way into the jet age, nobody in 
the business can match Rickenbacker. 

Not even George Baker, National’s 
canny pilot, who wrings the industry’s 
largest operating profit (1842c on each 
revenue dollar) out of his traffic. But 
because he is a far smaller operator, 
Baker does not have Rickenbacker’s 
unparalleled credit rating, can not so 
easily borrow his jet money. 

Far less prosperous, but probably 
no less able than Rickenbacker, are 
American’s Cyrus Rowlett Smith and 
United’s Pat Patterson. As big trans- 
continental carriers, they cannot hope 
to match Eastern’s showing, although 
the credit ratings of both are superb 
by airline standards. Smith particu- 

_*Paradoxically, percentage payouts in the 
wares proportion to the ‘cantlont’ ability to 
pay—probably because less affluent lines 


need to offer the strongest inducements they 
can to new capital. 


TWA’S CARTER BURGESS 
Holes to fill. 
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EARNING POWER 


How profitably is management putting stockholders’ 
investment to work? Colored bar shows net as %o of 
investors’ equity per share, averaged for latest five 
years. Broken bar shows indicated rate for latest 12 


months. 











GROWTH POWER 


How fast is management making stockholders’ equity 
grow? Bar shows average °c increase (solid color) or 
decrease (broken color) over latest reported 5-yeer 


period. 














PAYOUT > PLOWBACK 


How liberally is management sharing profits with its 
stockholders? How much of earnings is being retained 
in the business? Solid portion shows dividends, broken 
portion reinvested earnings. Basis: latest reported 


5-yeor period. 
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PROFITS »s: PLOWBACK 


How effectively is management putting plowed-back 
earnings to work to create additional profits? Bars 
show increase in per share earnings from 1948-50 base 
as % of cumulative plowback per shore over latest 


reported 5-year period. 
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larly has proved himself to be a man 
who knows when to buy planes, which 
ones to buy, and how to promote them. 
He also is the only big airline - boss 
who has really been able to make a 
go of air freight in a big way. 
United’s Pat Patterson is penalized 
by a less favorable route structure, 
but he has repeatedly shown himself 
te be a master of fiscal finesse. Also 
a Patterson forte: the ability to organ- 
ize his operations to produce a degree 
of control over every plane and termi- 
nal operation on his lines that is the 
envy of the industry. United may not 
be the biggest moneymaker among the 


airlines, but its operating efficiency is 
unquestioned. 
The Exotic Touch 

The same can hardly be said for 
the international operators. Actually 
only one among them—Pan American 
—really makes good. The others— 
TWA and Northwest—are at best 
marginal operators. 

As Pan Am’s Juan Trippe used to 
argue indefatigably, there seems to 
be room for only one U.S. flag carrier 
overseas. TWA is constantly piling up 
deficits on its international operations, 
sometimes (as last year) large enough 
ones to wipe out all domestic profits. 
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Northwest is often on the verge of 
the same fate. But Pan American 
flies along serenely—if somewhat less 
profitably than its domestic brethren— 
thanks to subsidy ($4.6 million of 
Pan Am’s $6 million first-half net). 

But Trippe’s halcyon days may be 
numbered. In October the CAB took 
Pan Am “temporarily” off subsidy. 
Yet Trippe can count on one thing: a 
dominant position in the fast-expand- 
ing North Atlantic travel market. 
With overseas travel booming last 
year, Pan Am scored the biggest 
boosts in revenues (20.8%) and oper- 
ating income (51.9%) among the Big 
Twelve carriers in the nine months. 

The exotic touch hardly paid as 
well for TWA, whose normally profit- 
less first quarter was even more costly 
than usual last year. Added to the 
drain: heavy expenses incurred in 
bringing together scattered overhaul 
facilities at TWA’s new $25-million 
maintenance depot. 

But if any stockholder wanted to 
complain about such setbacks, TWA’s 
management was all but impossible 
to locate. Standirig in temporarily 
was Vice President John Collings, an 
able operating man, but he did not 
have the authority to match his new 
responsibilities. Meanwhile the elu- 
sive Howard Hughes, who owns 74% 
of TWA’s stock, couldn’t be found 
either. He will not run TWA himself, 
and he apparently won’t let anyone 
else run it. 

Finally in December, Hughes 
brought in young (40), inexperienced 
Carter Burgess to take over at a re- 
ported $100,000 a year. Observed au- 
thoritative American Aviation earlier: 
“No one can be close to the airline 
industry without knowing that How- 
ard Hughes is handicapping his own 
airline. .. . The truth is that TWA is 
in a bad spot and facing a tougher 
one unless and until [Hughes] permits 
its operation as a normal business.” 
Which, short.of another Ralph Damon, 
the unfathomable Hughes is not likely 
to do even in part. 

Unready Cash 

With Hughes’ money, Northwest’s 
Donald Nyrop would be sitting, if not 
pretty, at least comfortably. His cross 
is the industry’s most obsolete plane 
fleet, including 17 vintage DC-4s and 
nine plushy and expensive-to-run old 
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LOAD FACTOR———— 


Biggest bane of airline operating chiefs 
are empty seats on their flights. Too few 
seats filled and operating profits disap- 
pear; a full house and chances are cus- 
tomers have been turned cway at the 
ticket counters. 





The golden mean, most operators feel, is 
a 60% to 65% average load factor— 
i.e., ratio of actual seats filled to plane 
capacity. But with airline costs rising fast- 
er than revenues, 60% loading looks less 
and less adequate. 

Thus the airlines are searching for ways 
and means to reconcile full service with 
efficiency. It is one of their knottiest oper- 
ating problems. Good ways to do it: 1) 
crack down on “no shows”; 2) tighten up 
reservation procedures. A poor way: run 
too few flights to serve the demand. 

Load Factor (%) 
(nine months) 
1956 1955 
66.7% 66.8% 
69.6 68.3 
68.2 69.1 
62.8 62.5 
65.8 65.8 
62.1 59.1 
61.8 63.9 
68.1 64.8 
60.3 58.8 
65.4 64.9 


Pan American 
American 

United 

Eastern 

Trans World 
Northwest 

Delta 

National 

Capital 
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Stratocruisers. The internal troubles 
which plagued Nyrop’s predecessor— 
in particular, wrangling within North- 
west’s board—seem to have been 
ironed out. But Nyrop is sadly short 
of a bankroll to pay for several 
new DC-6Bs and DC-7s he has be- 
latedly ordered, and he has not yet 
even signed up for jets. If he could 
get moré new equipment, Nyrop 
might well be able to repair North- 
west’s poor competitive position on 
some promising new routes. 

What’s more, this money shortage 
may well put a crimp in Nyrop’s 
chances to repair Northwest’s fallen 
fortunes for a long time to come. Be- 
cause he needs to attract new capital, 
Nyrop boosted his dividend to 80c last 
year, which the year’s earnings hardly 
seemed to warrant. Actually, North- 
west’s net increased in the first nine 
months only because Nyrop sold some 
$1.2 million worth of flight equipment. 
Without that extra income, North- 
west’s net would actually have 
dropped 18%. 


RICKENBACKER 


Southern Comfort 


The best ride investors have had 
with the airlines has been on George 
Baker’s National and Collett Wool- 
man’s Delta. Baker, thanks to his 
juicy New York-Florida route, just 
coins money, and that’s that. Wool- 
man, who built up Delta from a 
hotch-potch of flimsy second-hand 
craft, has had a harder row to hoe. 
But no one in the industry has tilled 
it with such spectacular success as he. 
By merger, sheer imagination and 
some timely route awards, Delta has 
grown faster than any other major 
airline and may yet crowd the Big 
Three for some of their laurels. Al- 
ready it is a competitor whom none 
can ignore. 

Woolman’s big problem right now 
is that Delta has grown too fast. It will 
be some time before he can get all the 
new equipment he needs to cash in 
on the potential of his new routes. 
But where he has the planes, he is al- 
ready giving larger carriers a notable 
run for their money. Last year his 
long buildup began to pay off a bit. 
With revenues up 14.4%, Woolman 
was able to lift his already sizable 
operating take another 9%. Net was 
actually 113.6% higher, but that in- 
cluded a fat $1.3 million from sale of 
old equipment. 

A Test of Wit 

All of which adds up to the man- 
agement ratings shown in Forses’ box 
score for the airlines. Quite deliber- 
ately, they are biased to reflect not 
good fortune but the temper of air- 
line managements in the face of vary- 
ing difficulties. For more than any- 
thing else, they are going to need 
every bit of their wits to negotiate 
their way into the jet age. 

Something Pat Patterson said re- 
cently about 1956 also applies to the 
future. “The problem,” said he, “was 
to achieve satisfactory load factors 
while offering the greatest seat capac- 
ity in our history and contending with 
increased competition. This problem 
will grow more acute. Between now 
and the start of jet service in 1959, the 
industry will take delivery on ap- 
proximately 300 new transport 
planes.” In paying for them and for the 
jets to follow, the front office financial 
men will be called on to use every bit 
of their ingenuity. 


WOOLMAN 
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How to feel rich—at the low Ford price! 


The new kind of Ford is strawberries and cream; it’s It’s the elegant quality in places you'll never see that 
having a butler and a maid; it’s the smell of coffee on makes the “Inner Ford” so very important to you. For 
a fresh morning. example: bodies are heavily insulated to keep out cold 
It’s also an automobile—the most for your money. and noise; the doors close almost by themselves, with 
The new kind of Ford has the Silver Anniversary V-8 the smooth precision of a bank vault. Remember—even 
with up to 245 horsepower or, for super economy, millionaires can only ride in one Ford at a time. No one 
Ford’s Mileage Maker Six. can have any more fun in a Ford than you can. 
Every nut and bolt is new in the new kind of Ford. 
Each inch is new engineering; each pound has been 
freshly designed to get more weight lower to the road, ‘Theres a new kind of fun 


on a new deep-cradle frame. Each pound rides easy. in the new kind of Ford for 87 
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Big - like Scandinavian Airlines System 


Ur Small —like Max A.R. Matthews & Co. 


Just watch your accounting take wings...your costs nose dive 


A large, continent-hopping airline 
and a Chicago area distributor of 
industrial supplies are certainly 
dissimilar. 

But in accounting, when it comes 
to whittling down costs and pouring 
on the speed, you’d think they were 
cast from the same mold. For both 
use Burroughs Sensimatic Account- 
ing Machines. 

S-A-S, praised from Los Angeles 
to Bombay for its majestic Round 
the World tours, says: 

“Our Sensimatic tackles nearly 
five times the work originally planned 
for it. Mostly, it takes charge of 


accounts payable and receivable. 
And this means sewing up the 
mammoth volume of book work on 
all in- and out-bound cargo . . . plus 
preparation of at least 2,600 agent 
reports. 

‘‘Thanks to Sensimatic speed and 
accuracy, we estimate a 70% savings 
on our accounting costs!” 

And Max A. R. Matthews & Co., 
District Representative of Elgin 
Toolworks of Chicago, boils it down 
to this: 

“Since our switch to Sensimatic 
in 1951, we’ve enjoyed a 50% step- 
up on all accounting work plus a 


two-thirds cut in posting time. Our 
Sensimatic paid for itself in less than 
two years!” 

Complete demonstration? Just 
phone our nearby branch office 
today. Burroughs Corporation, 
Detroit 32, Michigan. 


Burroughs 
Sensimatic 


“Burroughs” and “Sensimatic’””— Reg. TM’s 





been bold and unorthodox. Horner 
accomplished his wizardry by more 
methodical means. Both demonstrated 


highest profits any aircraft outfit had 
ever seen. Half of C-W’s net (esti- 
mated at $40 million for 1956) now 
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AIRCRAFT 


Nearly all the planebuilders are flying high these 
days, but their managements are stacked up at con- 
spicuously varying levels. 


On Capitol Hill in 1956, the political 
snipers vanished, and the strident 
echoes of silly debate subsided and 
died away. When the cold war threat- 
ened to boil over, a conveniently for- 
getful Congress somehow lost the 
thread of its dreary argument that the 
nation’s military planemakers and 
enginebuilders were raking in “ex- 
cessive” profits on their huge con- 
tracts with the Pentagon. Instead, 
Congress spiked its internecine guns, 
voted a whopping $8.6 billion in Air 
Force and Navy aircraft appropria- 
tions for fiscal 1957. That was a cool 
$1.4 billion more than it had appro- 
priated the year before. 

Most aircraft companies reaped a 
welcome harvest of fresh orders. By 
the end of September, in fact, their 
backlogs were fatter than they had 
been in three long years. The five 
biggest planemakers, for instance, had 
$10.5 billion in unfilled orders on their 
books vs. $7.5 billion 12 months ear- 
lier. In terms of current sales, Boe- 
ing’s $3.2-billion backlog was almost 
enough to take care of the next four 
years. Most of the other plane com- 
panies had enough work for two and 
one half years, while enginebuilder 
United Aircraft could count on three. 

By year-end it was clear that the 
industry was headed toward a_ high 
level of production during 1957 and 
1958—regardless of what might hap- 
pen to the rest of the economy. A 
peculiarly American phenomenon had 
suddenly asserted itself: because of 
troubles abroad, the U.S. Congress 
and the U.S. aircraft industry once 
again found themselves at peace. 
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North American’s 19-to-1, and Re- 
public’s a spectacular 31-to-1. Only 
rr. . 
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Elsewhere, No Change 

Or was it just a truce? The indus- 
try itself was not quite sure. The 
Congressional heat appeared to be 
off. But something else seemed dead 
certain: Congress had shown precious 
little inclination to make it any easier 
for planemakers themselves to grow 
fat and sassy. Just as always, the 
typical aircraft company, with its 
federally-owned plants, its federal- 
ly-owned tools, and its valuable pool 
of seasoned engineers, somehow 
seemed hardly more than a fragile 
corporate entity kept alive solely at 
the convenience of the Government. 

Nor had anything else _ really 
changed as the aircraft industry 
headed into 1957. The 22-year-old 
Vinson-Trammell Act still restricts 
profits on Government contracts to 
12% before taxes. Less ancient reg- 


BOX SCORER 


Here is how FORBES’ editors rate 
the management abilities of ten 
3g planebuilders (ideal score: 





North American ($391.5)*.......... 85 
I MI io «acs suas s weie aisle 95 
RE ae 90 
Sas ere 90 
General Dynamics (294.8)**........ 90 
ee 90 
SS rr 95 
Curtiss-Wright (227.0)**............ 90 
i Sf  —=E=E a 85 
EE on wecsdiiebeetaewcs 85 


Total assets in millions shown in parentheses. 
*9/30/56 16/30/56 **12/31/55 +18/31/56 











capital expenditures 
through 1958. (Boeing also replaced mics’ Convair division—did a pretty 
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ulations, drawn up to cover certain 
varieties of contracts Messrs. Vinson 
and Trammell had never thought of, 
will continue to cut that margin to a 
bare 7%. And the Government’s Re- 
negotiation Board still has the power 
to take away profits a company earned 
years ago. Throw in the inevitable 
mountains of red tape and other as- 
sorted Pentagon snafus, and a plane- 
maker’s future problems look no dif- 
ferent than those of the past. In 1957, 
1958, or any other year, the plane- 
makers probably will not find the liv- 
ing any easier—or any harder. 
The Cure: Imagination 

At least a half-dozen of the top ten 
aircraft companies figured to ring up 
higher sales for the year. Some, like 
General Dynamics, United Aircraft, 
Curtiss-Wright, Martin and Boeing, 
seemed certain to register quite siz- 
able sales gains. Four companies 
were certain to boost their profits at 
least somewhat. But what made 1956 
an alarming year was the fact that 
profit margins, never very robust in 
the planemaking fraternity, began to 
look just a bit sicklier than usual. 

Lockheed and Republic netted 
barely two cents on each sales dollar 
in the first nine months. Even Doug- 
las, which normally counts on its 
heavy commercial airliner business to 
raise its margins well above the in- 
dustry’s average, cleared only 2.9c. 
Among five other outfits, 3.5¢ was 
positively tops. 

Only two companies, both engine- 
builders, looked reasonably prosper- 
ous: 1) United Aircraft, because of its 
unbeatable combination of topnotch 
engines and top-flight management, 
and 2) Curtiss-Wright, because its 
fiery boss, Roy Hurley, has long since 
wearied of playing the grim finan- 
cial game by Government rules. Hur- 
ley cleared 1.7c; United’s H. 
Mansfield (“Jack”) Horner netted 
4.2c. In doing that well, Hurley had 
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North American and General Dyna- 









been bold and unorthodox. Horner 
accomplished his wizardry by more 
methodical means. Both demonstrated 
quite clearly, however, that profita- 
bility in the aircraft industry is most- 
ly a matter of courage, imagination 
and all-around sound management. 
Hedging The Bets 

Take Hurley, for instance. As a 
builder of military jet engines (J65s), 
his Curtiss-Wright Corp. is hardly 
in a spectacular competitive position. 
While the J65 powers many USS. 
planes (Martin’s B-57 bomber as well 
as a number of crack fighters), United 
Aircraft’s Pratt & Whitney division 
has zoomed far into the lead in the 
jet engine field with its superb J57 
and its bigger successor, the J75. 
Furthermore, General Electric is put- 
ting up a fierce fight for whatever 
jet engine appropriations Pratt & 
Whitney doesn’t grab off for itself. 

In the commercial field, moreover, 
P&W has almost completely sewed up 
the huge new jet transport market. 
Curtiss-Wright still supplies the en- 
gines for DC-7s and Super Constella- 
tions, but this market is sure to di- 
minish fast when jet airliners arrive. 

A grim prospect? Ordinarily, yes. 
But Roy Hurley has cleverly hedged 
his bet by pushing Curtiss-Wright 
into other fields which can help take 
up whatever slack may one day oc- 
cur in his engine business. Even 
while his engineers last year were 
readying a new axial-flow jet engine 
(the J67) and were developing a new 
ram-jet engine, Hurley was piling up 
neat profits from a host of less-cele- 
brated commercial sidelines (plastics, 
automotive parts, textile spindles and 
ultrasonic generators). 

Last year he also wound up a deal 
with West Germany’s Daimler-Benz 
A.G. to develop and manufacture 
jointly a line of gasoline and diesel en- 
gines. Simultaneously, he also scored 
a rather remarkable coup with his 
widely heralded “management con- 
tract” with the tottering automaker, 
Studebaker-Packard. True, there was 
still some question whether the $35 
million he shelled out for leases on 
two S-P plants and the outright pur- 
chase of its Aerophysics Development 
division will ever pay off in the way 
Hurley hopes. But more important, 
in the deal Hurley saw a wide-open 
chance to increase the distance be- 
tween Curtiss-Wright and the Penta- 
gon. To Hurley, whose vociferous 
distaste for niggling military profits is 
well-nigh legendary, that chance was 
well worth taking. 

Actually, C-W had already passed 
quite far beyond the orbit of tight 
governmental control. Although it 
ranks only sixth in the industry in 
terms of total sales, Curtiss-Wright 
continued last year to ring up the 
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Boeing’s William Allen had all the 
work he could handle on B-52 bomb- 
ere and KC.1235 tankers At North 





North American’s F-86K 














Convair’s F-102A (Top) & NB-36H (Bottom) 





jet transport (it picked up $200 mil- 
lion in orders during the year). These 
costs do not show up in operating re- 


highest profits any aircraft outfit had 
ever seen. Half of C-W’s net (esti- 
mated at $40 million for 1956) now 
derives from commercial ventures, 
and Hurley is hell-bent on increasing 
the nonmilitary portion still further. 
Success Through Stand Patism 

United’s Jack Horner had a totally 
different formula for success in 1956. 
He simply stuck to United’s traditional 
lines of business—engines, Sikorsky 
helicopters and aircraft accessories 
such as hydraulic pumps, propellers, 
jet engine fuel controls and air- 
craft air-conditioning systems. Hor- 
ner could well afford this often-fatal 
luxury of standing pat. United—with 
its bulging $2-billion-plus backlog of 
orders, its strong finances, its imagi- 
native corps of engineers, and a repu- 
tation for building quality products 
which never fails to work wonders in 
official Washington—was breaking all 
sorts of altitude records. By the end 
of Sentember, its sales climbed 30% 
to $666 million. Its profits shot up 24% 
to $28.2 million. When the final year- 
end figures are tallied, United is cer- 
tain to proclaim the best period in its 
distinguished history. 

And what of the years ahead? For 
the next three, anyway, United can 
hardly miss. Starting in 1958, sales 
of jet engines to commercial plane- 
makers will begin building up. Then, 
Horner hopes to fatten United’s prof- 
it margins still more. If he does, 
United’s reputation as a heavy spend- 
er will take on new meaning. 

Since 1946, in fact, United has 
pumped $212 million of its own money 
into plants, property and tooling. In 
view of what happened to the indus- 
try a decade ago when the Pentagon 
abruptly canceled billions of dollars’ 
worth of contracts and sent plane- 
makers into a near-disastrous tail- 
spin, United’s spendthrift policy is 
worthy of attention. To some critics, 
it represents a foolhardy confidence 
that the industry will rever again be 
left to wither on the vine. Foolhardy 
or not, it is also an industry phenom- 
enon. Most other aircraft firms are 
still chronically hesitant about sink- 
ing huge sums of cash into their own 
plants. Much safer, they reason, to 
let the Government supply the floor- 
space and the tools. 

Statistical Paradox 

The obvious question is: Has 
United really been unwise in tying 
up huge amounts of its own capital in 
fixed plant? Statistically, of course, 
United can be made to look quite bad 
when compared with its less-venture- 
some brethren. In 1955, for instance, 
United rang up only $4 in sales for 
every dollar of gross property listed 
on its balance sheet. Douglas’ and 
Martin’s sales-to-gross plant ratios 
was 13-1, Boeing’s hit 16-to-1, 
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North American) a supersonic bomb- 
er powered by rare chemicals. 
In addition. North American pro- 
























































North American’s 19-to-1, and Re- 
public’s a spectacular 31-to-1. Only 
Curtiss-Wright, at 6.5-to-1, was in 
United’s apparently lowly class. 

Similarly, both Curtiss-Wright and 
United look rather unexciting from a 
return-on-investment standpoint (see 
Yardsticks). Not that their actual 
profits are low. On the contrary, the 
fact of the matter is that their own 
investments are inordinately high. 
But this statistical weakness, strange- 
ly enough, is the very cornerstone of 
their present-day strength. 

It is hardly a secret that the Gov- 
ernment is more than a little weary of 
having to supply planemakers with 
their plants and their tools and then 
to listen to them complain that their 
profits are much too low. Planemak- 
ers, of course, do have a point. If 
they aren’t allowed a decent margin of 
profit, they reason, how can they af- 
ford to finance plants of their very 





own? And if their own investments 
must be kept low, how can they pre- 
vent the return on their investments 
from appearing unnecessarily high? 

Still, the Renegotiation Board not 
only takes a dim view of high returns 
on investments, but actually does 
something about it. Last year Re- 
public, which continually racks up one 
of the highest returns in the industry, 
was forced to refund to the Govern- 
ment $1 million of its 1952 earnings. 
Just a year earlier, mighty Boeing got 
stuck for a $3-million refund. 

Needed: A Little More Risk 

While planemakers might grumble 
at these low blows, the smart ones last 
year were taking steps to increase 
their investments in fixed assets 
wherever feasible. Lockheed sold $30 
million of debentures (it sold a sim- 
ilar amount in 1955). Boeing, 65% 
of whose floorspace is Government- 
owned, arranged a $75-million line of 
credit to cover some $90 million in 
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capital expenditures scheduled 
through 1958. (Boeing also replaced 
its usual year-end cash extras with 
small stock dividends.) North Amer- 
ican, which tallied $22 million in capi- 
tal expenditures in 1956 and which 
expects to spend a similar amount in 
1957, sold $40 million worth of com- 
mon stock to cover the outlays. 
United sold $30 million of convertible 
preferred, while Douglas was prepar- 
ing to float $25 million of convertible 
debentures some time this year. 
Planemakers seemed grudgingly to 
have accepted the Government’s alien 
dictum: that they assume at least 
some of the risks which are inherent 
in virtually every other business. 
Not that they have really convinced 
anyone yet. Any other U.S. manu- 
facturing company would instantly 
allege that the planemakers still do 
not know what a financial risk is. In 
Forses’ lineup, only three have 
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funded debts. (In addition to Lock- 
heed’s $60 million, General Dynamics 
owes $50 million and Republic an in- 
consequential $1.5 million.) Only 
United and Curtiss-Wright had pre- 
ferred issues outstanding. The rest 
have common stock only. 

Almost as if they had little or no 
faith in the long-range future of their 
industry, most planemakers have 
preferred to finance whatever out- 
lays they have needed to make 
through short-term loans and retained 
earnings. This get-in-and-get-out 
kind of financing may very well be 
entirely sound. But to the industry’s 
critics, it still smacks of chariness to 
assume everyday business risks. 

Equilibrium & Intuition 

True or not, it is also a certainty 
that managing an aircraft company is 
very much like trying to stay bal- 
anced on a tightrope. Out on the 
West Coast, the five biggest plane- 
makers—Boeing, Douglas, Lockheed, 
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North American and General Dyna- 
mics’ Convair division—did a pretty 
fair job of keeping their equilibrium. 

To work hand-in-hand with the 
unpredictable Pentagon and still 
maintain a successful volume over the 
year is no easy feat. It means com- 
ing up with as many startling new 
plane designs as possible in order to 
ensure busy assembly lines after the 
Government has wearied of today’s 
models. It means continually fight- 
ing for bigger and bigger chunks of 
the military budget, because increased 
profits are a direct measure of in- 
creased volume and nothing more. It 
means keeping a foothold in the fu- 
ture by building a solid reputation in 
the newer aeronautical developments, 
e.g., guided missiles and atomic-pow- 
ered aircraft. Above all, as Roy Hur- 
ley proved so well, it means simul- 
taneously developing a sizable com- 
mercial business to insure higher 
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profits than the Government allows. 
One Race, Five Winners 

Less durable companies than Lock- 
heed, Douglas and Boeing, for in- 
stance, might have been sorely bat- 
tered by the Government’s decision 
last year to phase out production of 
Boeing-designed B-47 bombers. But 
Lockheed’s Chairman Robert Gross 
had at least three other hot projects 
on the fire: C-130 turboprop trans- 
ports for the Air Force, T2V-1 jet 
trainers for the Navy and the prize 
package of them all—the 1,500 mph 
F-104A Air Force jet fighter. 

Donald Douglas had his production 
lines crammed with an arsenal of 
Navy fighters and dive bombers, C- 
132 and C-133 turboprop Air Force 
transports and B-66 Air Force bomb- 
ers. He also announced development 
of an all-weather supersonic jet fight- 
er called the FSD Skylancer—a plane 
reportedly capable of intercepting the 
swiftest enemy planes aloft. 
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Boeing’s William Allen had all the 
work he could handle on B-52 bomb- 
ers and KC-135 tankers. At North 
American, Chairman James Howard 
(“Dutch”) Kindelberger and Presi- 
dent John L. Atwood were sitting 
pretty with orders for trainers, Navy 
Fury fighters, Air Force F-100 Super 
Sabres and A3J Navy attack bombers. 
Also in the building stage: a rocket- 
powered research plane (the X-15) 
capable of speeds of more than 4,000 
mph. at altitudes above 38 miles. 
General Dynamics’ John Jay Hopkins 
was riding comfortably along with B- 
58 supersonic jet bombers, F-102 jet 
fighters, C-131 transports and a host 
of projects. There were no silent as- 
sembly lines in the West last year. 

And no prospects of silence in the 
immediate future. All companies 
managed to cram their books with 
fresh military orders. In one three- 
month period, Lockheed’s Gross 
landed $660 million in plane con- 
tracts, $136 million of it for F-104A 
fighters. Boeing’s Bill Allen hooked 
a $576-million order for B-52s (at $8 
million apiece), a $146-million con- 
tract for KC-135s, and geared his 
production lines to turn out around 
$80 million worth of these aerial tank- 
ers a month. In the inevitable scram- 
ble for available Pentagon dollars, the 
Coast companies got just about what 
they were after. 

The Price of Progress 

Not that fat backlogs alone can in- 
sure clear sailing in the future. Not 
only is the Government requiring air- 
craft companies to put up more of 
their own funds for plants and tool- 
ing, but it is reimbursing them for not 
more than 75% of the costs incurred 
while a production contract is in prog- 
ress (vs. 90% to 95% in earlier 
years). They get the balance upon 
delivery of the planes, of course, but 
this still means that planemakers 
must lay aside more of their own cash 
in order to carry work-in-progress. 

The same applies to commercial 
business. In developing its propjet 
Electra airliner (for which it has an 
estimated $250 million in advance or- 
ders), Lockheed took some painful 
lumps in 1956. Its research and de- 
velopment costs rose from $5 million 
to more than $14 million by Septem- 
ber, kept profits at $10.8 million. That 
was almost 20% under 1955 despite a 
mere 2% decrease in sales. 

In its race with Boeing for jet trans- 
port orders from the world’s airlines, 
Douglas also ran into heavy develop- 
ment expenses on its DC-8, saw its 
nine-month profits slashed 12% de- 
spite a 5% increase in volume. Gen- 
eral Dynamics’ Convair division also 
is believed to be in the process of pil- 
ing up extraordinary expenses on de- 
velopment of its new medium-range 
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jet transport (it picked up $200 mil- 
lion in orders during the year). These 
costs do not show up in operating re- 
sults, however, because John Jay 
Hopkins’ organization was exploding 
with record sales (up 36% to $691 
million at the third-quarter mark) 
and net profits (up 33% to $21 mil- 
lion). 
Protecting the Future 

Top laurels for management in 1956 
must go to Boeing’s Bill Allen. Hav- 
ing taken a big gamble two years ago 
in developing on his own the 707 jet 
transport, Allen not only collected fat 
orders for military tanker versions, 
but scooted far ahead of competitor 
Donald Douglas in the civilian mar- 
ket place. By late last year 701s 
had outsold DC-8s by 149 to 118, and 
Allen had re-established Boeing as 
one of the world’s foremost builders 
of commercial airliners. 

But even as a builder of military 
craft, Boeing has long occupied a uni- 
que position. When the Pentagon 


TURNOVER 


When the planemakers talk poor 
mouth about their slender net 
profit margins, they fail to point 
out something else: the high rate 
some of them turn over their work- 
ing capital. 








Av Average 
No. ~ No. of times 
Working Capita! Working Capital 

turned over turned over 


North American 9.9 Lockheed 
Boeing 11.4 
Curtiss-Wright 4.4 
Glenn L. Martin 8.2 
Republic 18.3 


119 
General Dynamics 6.1 
Douglas 11.0 
United Aircraft 8.2 
Bendix Aviation 5.9 











thinks of heavy bombers these days, 
it thinks of Boeing. In the field of 
lighter bombers, Air Force fighters 
and interceptors, Navy attack planes 
and carrier-based dive bombers, the 
competition is wide open and not a 
little ferocious. Like United in the jet 
engine field, Boeing has a huge mar- 
ket in which it reigns supreme. 

Not that Allen is willing to bet Boe- 
ings’ entire future on its present-day 
reputation. Not a nlanemaker any- 
where can really afford that kind of 
luxury. Boeing, for instance, does 
guided missile work (it builds the 
ground-to-air Bomarc), as do Lock- 
heed, Convair (Atlas and Terrier 
missiles), Douglas (Nikes, Honest 
Jones and Sparrows), and North 
American (which recently won a $65- 
million contract to continue develop- 
ment of the XSM-64 missile). All 
five are studying the application of 
nuclear power to aircraft, while Boe- 
ing won a contract to develop (with 


North American) a supersonic bomb- 
er powered by rare chemicals. 

In addition, North American pro- 
duces rocket propulsion systems and 
automatic navigation and _ control 
equipment. General Dynamics is 
fathoms deep in nucleonics through 
its Electric Boat division, and has be- 
come a power in electronics through 
its newly acquired Stromberg-Carl- 
son division. Boeing has a small side- 
line in lightweight gas turbines. The 
big planemakers, it was obvious last 
year, were hard at work protecting 
their futures. 

Strength through Size 

For big planemakers, however, this 
is a relatively easy thing to do. Their 
cash resources, for one thing, enable 
them to keep platoons of engineers 
exploring the aeronautical horizons. 
Their sprawling plants, Government- 
owned or not, permit them to build 
many different plane models simul- 
taneously, with the result that they 
have a built-in protection against the 
Pentagon’s sudden (and frequent) de- 
cisions to declare certain models ob- 
solete. For years, their business has 
been amazingly steady rather than 
cyclical because the Government, 
however much it might question. in- 
dividual company profits, is not so 
foolish as to let that company become 
helplessly weakened by a prolonged 
drought of appropriations. 

A smaller plane company usually has 
none of these advantages, all of which 
makes Glenn L. Martin’s 1956 per- 
formance one of the standouts of the 
year. While it has no civilian busi- 
ness to speak of, George Bunker’s 
Baltimore-based airframe maker has 
certainly captivated Washington of- 
ficialdom a few miles down the road. 
To replace a lot of aging plane pro- 
duction projects last year, Bunker 
latched onto big Navy contracts for 
his new P6M Seamaster, a multi- 
engine seaplane. In preparation for the 
day when Martin’s B-57 Air Force 
bomber no longer appeals to Penta- 
gon eyes, he entered, and won, a com- 
petition for the development of an 
advanced tactical bomber. Looking 
even further ahead, he organized a 
team of engineers to develop a nu- 
clear-powered seaplane. 

In many other ways, too, Martin 
began to look and act like a big plane- 
maker. Not only has Bunker picked 
up work on a couple of major elec- 
tronics projects, but he has sewed up 
contracts to build guided missiles (the 
Air Force Matador and the Navy 
Viking) and the launching rocket for 
an earth satellite. And, like its big- 
ger brethren, Martin also had a load 
of unwanted starting-up costs to con- 
tend with last year. By the end of 
September, its net profit had tumbled 
21% on an 18% increase in sales. 
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Unsightly Gaps 

A comparably sized planemaker, 
Long Island’s Republic Aviation, had 
all the chronic miseries last year 
which small planemakers seem des- 
tined to experience at all-too-frequent 
intervals. It all started when, in the 
midst of a 112-day strike that crippled 
its production, the Air Force can- 
celed a $100-million order for F-84F 
Thunderstreak fighters. Since half 
of a plane’s cost is usually made up of 
engines and other Government-sup- 
plied equipment, the net effect was a 
$50-million slash in Republic’s none- 
too-healthy backlog. It also came at 
a poor time. Production of RF-84F 
Thunderflashes was completed last 
year, while F-84Fs are scheduled to 
be phased out of production in Sep- 
tember 1957. That will leave un- 
sightly gaps in Republic’s assembly 
schedules, since full-scale production 
of new F-105 Thunderchief fighter- 
bombers will not come about until 
some time in 1958. 

Republic’s Mundy Peale has a few 
other interesting projects on the fire, 
notably a high-altitude research mis- 
sile called the Terrapin. Last year 
Peale was also mulling over a possi- 
ble deal to manufacture France’s Car- 
avelle jet transport. But none of this 
is likely to earn enough dollars to 
offset some dreary fiscal months over 
the next year or so. For the record, 
at the nine-month mark, Republic’s 
sales were off 45%, slashing net prof- 
its a hefty 60% to less than $5 mil- 
lion. 

Known essentially as a one-plane 
company in an era when rapid tech- 
nological developments accelerate ob- 
solescence at an appalling rate, Re- 
public is extremely vulnerable to the 
subtlest changes in Pentagon pro- 
curement strategy. In this it is by no 
means unique. Several other smaller 
planemakers—Fairchild, McDonnell, 
Northrop, Grumman and Chance 
Vought—are equally vulnerable. All 
of which, however, is little or no com- 
fort to Mundy Peale. If a planemak- 
er cannot get a nice batch of orders 
when the getting is uncommonly 
good, it has little hope of doing so 
when the Pentagon tightens up its 
pursestrings. 

Wait ‘Til Next Year 

The year 1956, then, was a year of 
hope rather than of realization. Out in 
Detroit, Bendix Aviation’s Malcolm 
P. Ferguson turned his attention mo- 
mentarily from the aircraft industry, 
where Bendix picks up roughly two 
thirds of its volume (carburetors, 
magnetos, starters, electronic auto- 
matic pilots, radar), to the automobile 
industry in his own back yard. With 
a new electronically-controlled fuel 
injection system for autos ready for 
the 1957 market, and with good pros- 
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liam J. Halley (who moved up to 
chairman of the finance committee), 
need no rosv colors in the picture he 











EARNING POWER 


How profitably is management putting stockholders’ 
investment to work? Colored ber shows net as % of 
investors’ equity per share, averaged for latest five 
years. Broken bar shows indicated rate for latest 12 
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How fast is management making stockholders’ equity 
grow? Bar shows average °c increase (solid color) or 
decrease (broken color) over latest reported 5-year 
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How liberally is management sharing profits with its 
stockholders? How much of earnings is being retained 
in the business? Solid portion shows dividends, broken 
reinvested earnings. 


Basis: 
5-year period. 
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PROFITS vs PLOWBACK 


How effectively is management putting plowed-back 
earnings to work to create additional profits? Bars 
show increase inp r share earnings from 1948-50 base 
as %o of cumulative plowback per share over latest 
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pects that the new year will boost his 
$100-million business in automotive 
products (power brakes and steering, 
fuel systems, radios, carburetors), 
Ferguson could forget that the 1956 
fiscal campaign was nothing to shout 
about. The 1956 cut in auto produc- 
tion shaved Bendix’s nine-month sales 
only slightly, but cut its profits 22%, 
to $15.5 million. 

So the cry in the aircraft industry 
by Christmas-time was “Wait ’til 
next year.” There seemed little doubt 
that outfits like Douglas, General Dy- 
namics, United and Boeing would 
keep on climbing toward stratospheric 
sales records, that Republic would 








find the going a little rough, and that 
Lockheed would probably have to 
wait until 1958 for appreciable gains 
in sales and earnings over its present 
levels. 

But in this heady atmosphere of re- 
lative prosperity, it might be well for 
the industry to begin to think of itself 
as a rock-solid component of the 
American industrial scene. If plane- 
makers cannot yet be masters of their 
fates, let them note that neither is 
anyone else. If the glowing future of 
aviation is as real as they proclaim, 
let them assume on their own a 
little more _ responsibility for its 
achievement. 
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expense of profit margins. Through 
the first three quarters, Philip Mor- 
ris’ sales increased 18%, but net in- 


TOBACCO 


In the year of the filter, 1956, the king-sized cigarette- 
makers were at last able to filter out a satisfying 
measure of profit. 


For tobaccodom’s bigtime cigarette 
quintet, it was light-up time. The 
Great Cancer Scare of 1954, which 
jolted the $5-billion industry half out 
of its packs, had faded away like so 
much radioactive fallout. Now, in the 
mushrooming growth of the filters, 
there was more pure pleasure for 
manufacturer and shareholder alike. 
And what came as a hap-hap-happy 
surprise was that—lagging Lorillard 
notwithstanding—many a sales and 
earnings record was shattered along 
the way. To the stoic stockholder, the 
profits tasted good—like a cigarette’s 
should. 

Like five men emerging from a 
smoke-filled room, toward year’s end 
American’s Paul Hahn, Reynolds’ Ed 
Darr, Liggett’s Ben Few, Philip Mor- 
ris)’ Parker McComas and Lorillard’s 
Lew Gruber gratefully inhaled a 
breath of fresh air that wafted in from 
Washington. “Cigarette output in the 
U.S.,” predicted the Department of 
Agriculture, “is expected to approxi- 
mate 425 billion this year—3% higher 
than in 1955 and second only to the 
record 435.5 billion in 1952. Domestic 
consumption may be 395 billion, al- 


most the same as the 1952 peak .. .” 


Agriculture’s prediction was the 
best indication yet that the worried, 
harried U.S. smoker, having heard out 
the medicine men, had nonetheless 
elected to put in with the tobaccomen. 

Of Mice & Tobaccomen 

Reynolds’ Camel-driving Ed Darr 
had put it plainly: “All who can be 
scared have been scared!” And the 
United States Tobacco Journal edi- 
torialized with an air of finality: “The 
only certainty that has emerged is 
that mice shouldn’t smoke!” 

But in 1956, as every tobaccoman 
knew as well as a hand of Bright leaf, 
there was one other certainty. If the 
industry had turned the corner on the 
cancer quandry, it was not yet on the 
sunny side of the street. The health 
furor had shaken the cigarette busi- 
ness right down to its Burley roots, 
and from out of the upheaval had 
emerged a brand new market and a 
new brand of smoker. 

The new smoker, torn between 
Hammond-Horn and the Tobacco In- 
dustry Research Committee, did not 
know whom to believe. And so he 
rationalized his habit by playing it 
safe—with filters. By year’s end fil- 
tered smokes, which had accounted 
for a puny 3% of the market in 1953 
and 19% last year, had huffed and 
puffed their way into smoking favor 
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by as much as 30%, and some ex- 
pected them soon to hit 40%. 

It meant that one out of every four 
smokers had switched to a filter. But 
in the economics of tobacco, it meant 
far more. Tobacco leaf, the indis- 
pensable item in the cigarette busi- 
ness, accounts for three fourths of 
manufacturing costs—and filters re- 
quire 10% less tobacco than 70-mm. 
regulars, almost 20% less than 85-mm. 
kings. High profit items, filters sell 
for two-to-three pennies a pack more 
than regulars, and many a maker has 
discovered that he can get by with 
less costly tobaccos in filtered smokes. 

Thus, caught up in the never-end- 
ing battle of no-brand’s-land, the new 
smoker was besieged last year by 
more brands than a young steer at 
round-up time. From only two in 
1952, the number of filter brands has 
soared to a counter-clogging 20. 

The Big Five soon discovered that 
what they dropped in regular sales 
was more than made good by in- 
creases in filter sales. At Reynolds, 
Winston, which pushed to first place 
in the filter fracas, made up for slump- 
ing Camel, still the nation’s best-sell- 
ing smoke and still responsible for 
70% of Reynolds’ volume. At Lig- 
gett & Myers, L&M, though jarred 
loose from its onetime rank as the 
top-selling filter smoke by onrushing 
Winston, nevertheless carried the ball 
for winded Chesterfield. At Philip 
Morris most of all, Marlboro not only 
bailed out sagging Philip Morris reg- 
ulars, but by the fourth quarter was 
bringing in 20% of Morris’ volume. 

Lorillard’s Kent, however, was a 
cigarette of a different filter—namely 
“Micronite,’ which did such a good 
job of trapping irritable tars and res- 
ins that it also inadvertently blocked 
out the smoke’s characteristic flavor. 
Result: Kent, an early big seller, fell 
from grace with smokers who craved 
satisfaction as much as protection. By 
year’s end Lorillard’s freshman Pres- 


-———BOX SCORE 


Here is how FORBES’ editors rate 
the management abilities of the 
Big Five cigarette producers (ideal 
score: 100). 

American Tobacco ($801.7)* 

R. J. Reynolds (611.6) 

Liggett & Myers (458.6) 

Philip Morris (261.6) 

P. Lorillard (186.4) 


*Total assets in millions as of January 1, 1956. 
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ident Lewis Gruber was busily cor- 
recting Kent’s weaknesses. Item: a 
prohibitive premium price, which he 
promptly chopped by 4c a pack. 
Meanwhile at American, the indus- 
try’s Johnny-come-lately in filters, 
President Paul Hahn benefited from 
the cigar counter experiences of easy- 
drawing Winstons and Marlboros, 
which have apparently caught the 
public’s fancy thanks to filters that 
“let the flavor come through.” When 
American’s big filter entry Hit Pa- 
rade finally appeared in the final 
quarter, its ad copy insisted: “Your 
taste can’t tell the filter’s there.” 
Boxers’ Rebellion 
Tobacco’s year was also marked by 
a boxers’ rebellion in which Philip 
Morris was the chief protaganist. By 
mid-year Philip Morris, which had 
begun boxing in 1955, had all of its 
chief products (Philip Morris, Marl- 
boro, Parliament, mentholated Spud) 
in crush-proof, flip-top boxes. But 
while the boxes helped hypo Morris’ 
sales, they also set the company back 
a pretty penny. Cost of each of the 
box-making machines imported from 
Britain’s Molins Ltd.: $30,000. Never- 
theless the importance of sales-boost- 
ing boxes was not lost upon Liggett & 
Myers, which also bought Molins ma- 
chines to test-market L&M filters. 
At the nine-month mark, four of 
the Big Five at least were puffing 
profitably. Reynolds and Philip Mor- 
ris broke all sales and earnings 
records for the period, while Ameri- 
can’s net profits reached a new nine- 
month high and Liggett’s earnings 
also spurted ahead of 1955’s first three 
quarters. Only hard-put Lorillard, 
whose sales tumbled $25 million 
through the three quarters, failed to 
share in its competitors’ prosperity. 
Old Gold Is Where You Find It 
Very definitely, 1956 was not Loril- 
lard’s year. But 1957 might be. With 
refreshing candor, President Gruber, 
who took the helm in July from Wil- 
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liam J. Halley (who moved up to 
chairman of the finance committee), 
used no rosy colors in the picture he 
painted of Lorillard’s position. Point- 
ing to its dismal 22c-a-share third 
quarter (vs. 45c in 1955), he told Lor- 
illard’s 28,000 disgruntled sharehold- 
ers: “These figures are not to my lik- 
ing nor—I am sure—to yours. This 
is a situation we intend to correct.” 

For the 196-year-old cigarettemak- 
er, whose 8.6% growth (measured by 
the rise in its book value over the 
past five years) is the industry’s sor- 
riest, the means to that end promised 
to be costly. But with sales running 
30% behind its 1953 pace, it required 
drastic remedies. For a_ starter, 
Lorillard sold its cigar business. 

Lorillard is already taking its med- 
icine—and all in one gulp. Gruber 
stoically wrote off a surplus of unus- 
able materials and equipment, which 
represented nothing more than dead 
weight in storage facilities and a pe- 
nalizing carrying charge, in one stiff 
debit. But though the loss looked 
bad on Lorillard’s books, it did have 
the effect of forthrightly clearing the 
decks for new action. Most repre- 
sentative of Lorillard’s new look was 
the move from its antiquated 80- 
year-old plant in Jersey City to a 
gleaming new $13-million highly 
automated plant in Greensboro, North 
Carolina. 

Ball For Philip Morris 

The near-miracle that Lew Gruber 
will have to work at P. Lorillard has 
already come to pass at Philip Morris, 
the U.S.’ fourth-biggest cigarette- 
maker. In 1956, the recently lack- 
luster company set a marketing pace 
that, in sheer gusto, made its competi- 
tors look downright sluggish. With 
its chief product line completely 
boxed in, and with Marlboro (rep- 
resented by sweating cowboys and 
tattooed men) zooming to filter prom- 
inence, President Oliver Parker Mc- 
Comas could proclaim: “The first ma- 
jor phase of the company’s extensive 
new product and repackaging pro- 
gram has been completed.” 

Extensive was putting it mildly. 
First, in junking Philip Morris’ old 
brown pack and dressing up the 
brand in a new red and white garb, 
Philip Morris had to ask the public to 
“pardon us while we change our 
dress.” That no sooner done, Philip 
Morris proceeded to junk the paper 
pack in favor of a sturdy box, follow- 
ing which Philip Morris was offered 
—not in king size—but in “long size.” 

If the public was not already con- 
fused, what McComas’ Morris did 
next did not exactly clear the air. He 
went on to change Parliament’s regal- 
looking olive box to a blue, white 
and gold box, and put it up against 
other popular filters. 


Forses, JANUARY 1, 1957 








HAHN DARR 





McCOMAS GRUBER 


Despite the confusion, by year’s end 
it looked as though Philip Morris’ 
sales would climb to $321 million (vs. 
$283.2 million in 1955) and earnings 
hit something over $4 a share (vs. 
$3.63). But it was significant that the 
great thrust in sales came only at the 
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TOBACCO 
TOTEM POLE 


Ranked by sales size are the Big Five, all 

of whom have recovered from the Great 

Cancer Scare of 1954 — except P. Lorillard, 

the perennial low man on tobacco’s totem 
pole. 
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expense of profit margins. Through 
the first three quarters, Philip Mor- 
ris’ sales increased 18%, but net in- 
come rose only 12%. 

Yet Parker McComas has every 
reason to believe that his revitalized 
product line, for all its heavy invest- 
ment, means money in the;bank. In 
1955, Philip Morris had spent as much 
money in mounting Marlboro as it 
had in the first four years of the 
Philip Morris brand. At the same 
time, the cigarettemaker racked up a 
greater sales increase for Marlboro in 
one year than it had for Philip Mor- 
ris in its first six years. 

Still, for all its pep and sparkle in 
1956, McComas’ Philip Morris has yet 
to prove that it can keep up the 
heady pace set by such old pros as 
American and Reynolds. Though it 
is second only to openhanded Liggett 
& Myers in dividend payout (75.6% of 
earnings over the past five years), 
Philip Morris’ earning power in the 
last year (10.3%) on stockholders’ 
equity is well below industry average, 
and its sliverish 1.1% growth in book 
value since 1950 trails all other cig- 
arettemakers—Lorillard included. 

Few & Far Between 

By the same yardstick, Ben Few’s 
Liggett & Myers, though bigger than 
Philip Morris (16% of the market vs. 
9%), is not nearly as agile a perform- 
er. Its fourth rank in earning power 
and growth power over the past five 
years is salved only by the fact that 
Lorillard is fifth, Yet no one tops 
Liggett’s generous 87.1% dividend 
payout. 

For 1956, Liggett & Myers which 
makes and sells 63 different tobacco 
products, yet realizes the lion’s share 
of its volume from Chesterfield and 
L&M, will likely net $6.35 a share on 
sales of $560 million. If so, it will 
mean a handy increase over 1955's 
$547 million in sales and stack up well 
against the previous year’s $6.46 net— 
especially considering that the latter 
figure included a non-recurring cred- 
it (from sale of property) which 
came to 49c a share. 

As it was, Liggett’s Few had to be 
content with what profit he could 
wrest from L&M’s performance. In 
1955, while sales of Chesterfield regu- 
lars were dropping from 45 billion 
units to 38 billion, L&M’s sales were 
doubling to 12.4 billion units. Hap- 
pily for Liggett & Myers, the momen- 
tum carried on into 1956. The No. 
Three tobacconist’s earnings of $1.30 
a share were the highest posted for 
that period in any year since 1951. 

But though earnings continued to 
advance in every quarter thereafter, 
Liggett & Myers’ margin of gain over 
the corresponding 1955 quarters nar- 
rowed down. Now, with American 
deep in the filter race with Hit Pa- 
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That is quite a prediction. 
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rade, Liggett & Myers with its L&M, 
like Philip Morris with its Marlboro, 
and Reynolds with its Winston, can 
expect the forward march of its filter 
to be slowed down. In short, Liggett 
& Myers may already have shown its 
best stuff last year. 
Sold American! 

Not so with Paul Hahn’s American 
Tobacco, by all odds the biggest sin- 
gle factor in the tobacco industry and 
the only cigarettemaker with over $1 
billion in sales. In 1955, while all the 
other cigarettemakers were betting 
heavily on new filter brands, Hahn 
held a pat hand. . He could do so be- 
cause he had one big ace in the hole: 
Luckies. 

In Lucky Strike, American has not 
only the nation’s second best-selling 
(after Camel) smoke, but the indus- 
try’s steadiest regular. In 1955, while 
all other regulars took it on the chin, 
Luckies kept their balance, losing less 
than 1% in sales. Moreover, in third- 
seeded Pall Mall, Hahn has the indus- 
try’s top-selling king which, coupled 
with cork-tip Herbert Tareyton, 
added up to a commanding 60% of 
the king-size market. Then in Octo- 
ber, Hahn played his other big trump, 
Hit Parade, which promptly bid fair 
to become a major filter contender. 
By every yardstick of probability, 
Hahn’s American stands to gain at its 
rivals’ expense. 

But if 1957 thereby holds promise 
of being American’s year, 1956 was 
not—quite. Having held off until the 
fourth quarter before springing Hit 
Parade, American’s first nine months 
sales were off 2.3%. Thus, ironically, 
in a time of relative plenty, industry- 
leading American shared with lagging 
Lorillard the prospect of being one of 
the only two firms in the Big Five to 
show a drop from 1955’s sales. (The 
damage: a probable decline from 
$1.09 billion to $1.07 billion. Earn- 
ings, however, held promise of hold- 
ing at about $7.60 a share vs. $7.45 a 
share in 1955.) 

Yet its steady, solid performance 
over the years has won for American 
just the second-best record among 
tobacco’s Big Five. Best: Reynolds. 
By every management measure, in 
fact, American stands in Reynolds’ 
shadow. The 11.4% American earns 
on invested equity is not quite up to 
Reynolds’ 13.6%; its 4.1% growth in 
book value, while meatier than the 
2.9% industry average, is well below 
Reynolds’ 6.4%. Reynolds also is 
the only cigarette company to turn 
plowed-back dollars into higher earn- 
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Again in 1956, it was solid results 
that made Reynolds the cigarette firm 
Not only was Reynolds 
first by every one of Forses’ Yard- 
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EARNING POWER 


shows indicated 


How profitably is management putting stock- 
holders’ investment to work? Colored bar 
shows net as % of investors’ equity per share, 
averaged for latest five years. Broken bar 
rate for latest 12 months. 





GROWTH POWER 
How fast is management making stockholders’ 
equity grow? Bar shows average % increase 
(solid color) or decrease (broken color) over 
latest reported 5-year period. 
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PAYOUT VS. PLOWBACK 


How liberally is management sharing profits 
with its stockholders? How much of earnings is 
being retained in the business? Solid portion 
shows dividends, broken portion reinvested 
earnings. Basis: latest reported 5-year period. 





PROFITS VS. PLOWBACK 


How effectively is management putting 

-back earnings to work to create addi- 

tional profits? Bars show increase in per share 

earnings from 1948-50 base as % of cumu- 

lative plowback per share over latest re- 
ported 5-year period. 
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Reynolds’ sales (up almost $80 million 
over 1955) and earnings (up some 
80c a share) showed that even “coun- 
try folks” can be mighty slick at turn- 
ing a buck in the big cities (where 
filters command their greatest popu- 
larity). 

Camels of course, are not immune 
to the decline in the old regulars. But 
in the wake of waning Camel sales, 
filtered Winstons, which bulled their 
way to top prominence in 1956, have 
more than redressed the balance. 
They were the chief reason for Reyn- 
olds’ romp last year. And with its 
new Salem, Reynolds has managed to 
carve itself a hefty share of the long 
neglected mentholated market, which 
Brown & Williamson’s Kool and, to a 
lesser extent, Philip Morris’ refur- 
bished Spud had previously had all to 
themselves. In repackaging its king- 
sized Cavalier, Reynolds was also 
making a definite bid for a greater 
share of the nation’s king-smokers. 

Next year, as American’s Hit Parade 
begins to make its weight felt, Ed 
Darr may not have quite such rosy 
results to crow about. But that is not 
at all a certainty either. Yet one 
thing most Wall Streeters are willing 
to concede: that Reynolds’ profit mar- 
gin (15.1% in 1955) will still be the 
envy of the cigarette industry in 1957. 

Cost-conscious Ed Darr, for one, is 
nothing loath to use the cheaper re- 
constituted tobacco leaf in his prod- 
ucts where it does not damage quality. 
Not so, though, American’s Hahn, who 
has made a fetish of the credo laid 
down by fabled George Washington 
Hill—that “Quality of product is es- 
sential to continuing success.” Re- 
constituted leaf is not quality, says 
Hahn; Ed Darr says it is—sometimes. 
If success in cigarettemaking last year 
depended largely upon whose filter 
came in first, 1957’s outcome may well 
reflect which man’s philosophy pans 
out best in practice. 

Midway through the year, Reynolds’ 
rival, American, moved into new 
headquarters in Manhattan’s first and 
the world’s largest stainless steel sky- 
scraper, the Socony-Mobil Building. 
In place of the traditional cornerstone 
was laid a “cornersteel,” into which 
went a copy of every New York daily, 
a pack of every American Tobacco 
product and a farseeing forecast by 
President Paul Hahn on the smoking 
mores of 2056. Wrote Visionary Hahn 
recently: “Perhaps the dimension of 
the 2056 cigarette will be different; 
perhaps new strains still to be grown 
will further enrich the American blend. 


ings. Its record: a 20.5c rise in 
profits for every reinvested dollar. 
Man On A Camel 
According to an old Arabian prov- 
erb, there are three things you cannot 


Earnings decline 
Earnings decline 
Earnings decline 
%, | Earnings decline 


Yet the basic appeal of tobacco—for 
which Americans alone expended 
more than $5.5 billion in 1955—seems 
certain to spread, filling a changeless 
need in a world of change.” 
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black-and-white set sales any good. 
Best guess as to black-and-white set 
sales: 7 million, off 5% from 1955. 
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In 1955 it was price cutting in heavy equipment. In 

1956 it was lower tags on appliances. So, once again, 

the electrical industry failed to keep profits rising 
on the arc of its fabulously rising sales curve. 


For all the scientific and labor-saving 
wonders it has wrought, the $20 bil- 
lion U.S. electrical-electronics indus- 
try will hardly remember 1956 as its 
brightest year. Business, of course, 
was generally high voltage. Six of 
the eight companies in Forses’ survey 
succeeded in boosting their sales—im- 
pressively in the cases of General 
Electric, Sperry Rand and Avco Man- 
ufacturing. As a whole, the indus- 
try’s output ran 11% ahead of 1955. 
But when it came to profits there 
seemed in many cases to be a short 
circuit somewhere. Of the Big Eight 
only Minneapolis-Honeywell, Sylvan- 
ia and GE earned appreciably more 
on their common shares in the first 
nine months of 1956 than they had the 
year before. During 1955 the Big 
Eight* generated $1 in pretax profits 
from every $11 in sales. Last year 
they needed $13 in sales to produce 
the same $1 in operating profits. 
Except in the cases of Minneapolis- 
Honeywell and Sylvania, profit mar- 
gins, those voltmeters of efficiency 
and profitability, were dropping dis- 
concertingly (see table, page 46). 
This then, was prosperity, but not 
the kind of prosperity where the cus- 
tomers fight for every generator, tube 
or TV set that rolls effortlessly off the 
production line. To get ahead took 
sales ingenuity, production skill, la- 
boratory knowhow and fiscal finesse. 
All of these things, the year’s events 
amply demonstrated, cost money. 
Sperry Rand, for example, raised its 
sales a healthy $73 million to $390 
million in the first six months of its 
current fiscal year. But the ~hard 
work of Sperry Rand’s sales depart- 
ment added a mere $1.4 million to net 
profits. GE boosted sales by nearly 
half a billion dollars to $2.96 billion 
in the first nine months, but was able 
to add only $8 million to its net profits. 
Gadgets & Gimmicks 
To understand what was happening 
to the U.S.’ fastest growing major in- 
dustry in the nation’s greatest peace- 
time boom, it is important to under- 
stand its position in the economy. In 
Edison’s time the electrical equip- 
ment industry chiefly made the heavy 
machinery for generating electricity. 
Today it is more concerned with the 
gadgets and gimmicks, instruments 
and machines that make electricity 


*Excluding Avco, which ran at a loss both 
years. 
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and TV set business. Though selling 
well, Cordiner’s GE and Hotpoint ap- 





both highly useful and diverting. 

Thus no two electrical products 
companies are exactly alike. Philco 
concentrates on TV sets, refrigerators 


and the like. Minneapolis-Honey- 
well is a horse of quite a differerit col- 
or. It makes the instruments which 
control and measure the flow of ener- 
gy to homes, factories and defense 
weapons. RCA is the leading maker 
of TV sets and tubes, and its NBC 
subsidiary provides much of the en- 
tertainment which makes the public 
want to buy the sets in the first place. 

The electrical products business is 
a broad and growing one. Predicts 
GE’s President Ralph Cordiner: “By 
1976 the market for electrical prod- 
ucts... should be in the order of $90 


BOX SCORE 


Here is how FORBES’ editors rate 
the management abilities of eight 
top electrical equipment companies 
(ideal score: 100). 








General Electric ($1,727.6)* ....... 95 
Westinghouse Electric (1,287.7)*..... 85 
NE ab nic saditi dn bikeh oe 40 90 
Sperry Rand G57.5)t............2.: _ 
Dg eee 90 
RR Gs 66's denon en 75 
Minneapolis-Honeywell (182.4)++..... 95 
PN RR Sales vad aidaxawhesath 80 


Total assets in millicns shown in parentheses. 
*12/31/55 **6/30/56 (pro forma) 
13/31/56 +t6/30/56 ***11/30/55 
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billion.” That is quite a prediction. 
It would mean that output would 
swell 4% times in just 20 years. 
Cordiner was not alone in glimps- 
ing the opportunities. In fact, there 
has been something of a rush to get on 
the bandwagon. This has been espec- 


*ially true of TV and home appliances. 


At the height of the TV boom there 
were no fewer than 100 companies 
spewing out sets, including one color- 
ful but ultimately insolvent venture 
run by Earle W. (“Madman”) Muntz. 
The situation in appliances was even 
worse. 


Chaos in the Kitchen 

By the middle of 1956 the appli- 
ance business had become chaotic, to 
put it mildly. “The industry,” groaned 
one medium-sized manufacturer, “has 
more than twice as much capacity as 
the market can absorb for years to 
come.” To make matters worse, the 
public seemed in no hurry to buy. In 
the first nine months of 1956, manu- 
facturers’ sales of refrigerators were 
down 11%, TV sets 9%. 

To stay in business more and more 
of the leading companies went in for 
highly automatic production. This 
reduced unit costs but raised over- 
head and compounded over-produc- 
tion. The market ended up choking 
on far more TV sets and “white 
goods” than it possibly could use. 
More and more manufacturers gave 
up the ghost as the year wore on, 
stopped making TV sets. Among’ 
them: CBS, Raytheon. 

By year’s end the situation had be- 
come too much even for Victor Em- 
anuel’s big (assets $198.4 million) 
Avco Manufacturing Corp. Emanuel 
announced that Avco was unloading 
its Crosley and Bendix TV-appliance 
divisions. 

As the year drew to a close, it was 
becoming obvious that Crosley would 
not be the final casualty in the ap- 
pliance-TV war. Concluded West- 
inghouse VP Chris J. Wittig: “Ap- 
pliances can be expected to follow the 
path of autos with half a dozen com- 
panies ultimately covering the field.” 

Most electrical men thought the 
cut-throat phase would eventually 
pass. But while it raged it was play- 
ing hob with profit margins. And if 
that were not bad enough, TV was 
split by the classic battle between 
those who believed color TV was 
ready for the market (chiefly RCA’s 
David Sarnoff) and the opposition 
(drawn up under the banner of GE’s 
Cordiner and Commander David Eu- 
gene MacDonald of Zenith), who em- 
phatically think it is not ready. 

Whether Sarnoff or Cordiner had 
the right answer remained to be seen, 
but one thing was certain: the argu- 
ment was doing neither color nor 





43 





power Yardsticks, yet has maintained 
the best dividend payout in the in- 








black-and-white set sales any good. 
Best guess as to black-and-white set 
sales: 7 million, off 5% from 1955. 

By comparison with the flickering 
current in appliances, the $4 bil- 
lion market for heavy electrical 
equipment was relatively strong. GE 
and Westinghouse, it is true, still suf- 
fered delayed shocks from 1955’s 
price war in heavy electrical equip- 
ment. So did the No. Three producer, 
Allis-Chalmers. But by year’s end all 
three were pretty well out of the 
woods and hard at work filling newer 
and more profitable orders. 

Even better was the news from the 
industry’s other two main customers. 
The Pentagon boosted its buying of 
electronic gear for aircraft, missiles 
and the like from roughly $2.5 billion 
to $3 billion. The guided missile 
program was gaining momentum and 
this was especially good news for such 
companies as Sperry Rand, Avco and 
RCA; three fourths of the cost of a 
guided missile is represented by the 
electronic components. 

Also growing, though on a relatively 
smaller scale, was the $1-billion-plus 
industrial market for electronic con- 
trols. Principal beneficiaries: Minne- 
apolis-Honeywell, Sperry Rand, GE. 

Top Dog 

Summing it all up, one thing was 
all too clear: in 1956 it was not enough 
simply to be in the electronics busi- 
ness. You had to be making the right 
products and making them the right 
way. In a sense, then, Minneapolis- 
Honeywell could hardly help doing 
well. It assembles neither TV sets 
nor kitchen appliances, manufactures 
no generators. Instead it sits square- 
ly on top of the booming industrial 
controls market, is firmly entrenched 
as a top supplier to the Pentagon of 
such elaborate electronic gadgets as 
automatic pilots and is top dog in 
thermostatic devices for heating units 
and air conditioners. 

Minneapolis-Honeywell did do ex- 
tremely well on all counts. For the 
eighth straight year it pushed sales to 
a new high with sales up 13% in the 
first nine months to $194.6 million. 
But this was only part of the story. 
Running directly counter to the in- 
dustry trend, President Paul Barclay 
Wishart, 58, and Chairman Harold 
Sweatt, 65, managed to earn an oper- 
ating profit of almost 16c on the sales 
dollar against just 14.2c last year. In 
so doing, they left their nearest profit 
rivals, GE (10.9c), Sylvania (9.4c) 
and Sperry Rand (9c), several laps 
behind. 

Run right through the statistical 
tests of profitability, Minneapolis- 
Honeywell passed everyone with 
highest scores. It earned a fat 22.8% 
return on the money its stockholders 
have entrusted to the business, a 
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showing surpassed only by RCA 
(25.1%) where the equity has been 
somewhat heavily supplemented with 
low-cost borrowed money. 

Growth power? Minneapolis-Hon- 
eywell’s 21.6% average was a match 
for RCA’s 21.6% or Sperry Rand’s 
20.3%. Some companies achieve 
growth at the expense of thin 
dividend payments by managements 
who rob payout to pay plowback. Not 
so in the case of Minneapolis-Honey- 
well. Its payout of 61% of earnings 
was exceeded only by GE’s 64.3%. 

No Accident 

It would be easy to dismiss this 
superlative showing by pointing out 
that Minneapolis-Honeywell’s prod- 
uct lines were battered neither by the 
appliance warfare that bled GE, Phil- 
co, Avco, nor by the heavy equipment 
price-cutting that nicked GE and 
Westinghouse. But being in the right 





EARLY APPLIANCE AD 
Who spoiled the broth? 


place at the right time is not entirely 
a matter of accident. The facts be- 
hind the impressive figures show that 
Minneapolis-Honeywell’s manage- 
ment has done a topnotch job in long- 
range planning, in merchandising, 
production, and the dreaming up of 
new products. 

Wishart and Sweatt, moreover, de- 
liberately direct Honeywell’s corpo- 
rate current into fields where it does 
not have to depend on such products 
as, say, refrigerators or ordinary mil- 
itary subcontracting, which the com- 
petition could easily match. Once 
Sweatt was tempted to get into appli- 
ances. His decision to stay out was 
a wise one, as events have shown. 

Sweatt and Wishart have no doubts 
about what they are doing. They 
proudly refer to their company as the 
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U.S.’ “leading producer of automatic 
control equipment.” Actually this 
term covers no less than 12,000 dif- 
ferent products, ranging from MB-3 
automatic pilots for F-100 Super 
Sabres to “zone control” heating ther- 
mostats for homes and commercial 
buildings and the instruments that do 
the regulating in highly automatic 
factories. In addition Minneapolis- 
Honeywell currently is wetting its 
feet in the data processing field. 

But when the housing boom began 
to sag earlier this year, more than 
one Wall Streeter was solemnly tell- 
ing his clients that Minneapolis-Hon- 
eywell’s heating control division 
would suffer. In the end they had to 
eat their words. One reason: though 
new home construction was down 
some 17%, Minneapolis-Honeywell 
took full advantage of the trend to- 
ward air conditioning, expected to 
sell four times as many of its resi- 
dential air-conditioning control units 
as it did in 1955. 

Not unexpectedly this kind of 
growth and _ slump-resistance has 
made Minneapolis-Honeywell a fav- 
orite “growth” stock, a species of 
recognition that carries its own re- 
ward. Because the common sells for 
five or six times book value and as 
high as 25 times earnings, it is actual- 
ly cheaper for the company to expand 
by selling more common stock than 
by borrowing. The usual Sweatt and 
Wishart procedure is to sell preferred 
stock, convertible into common at a 
price above the market. Then they 
sit back and wait for the company’s 
growth to carry the stock up to the 
conversion price. 

The Keeper of Appliance Park 

Unlike Wishart and Sweatt, who run 
a relatively compact business, Gen- 
eral Electric’s able, articulate Ralph 
Jarron Cordiner, 56, cannot so easily 
concentrate his fire on what he regards 
as the most promising segment of the 
market. With its 222,000 employees 
(to Honeywell’s 27,000) and its 153 
plants turning out some $16 million 
worth of products every working day, 
GE is one of the handful of true cor- 
porate colossi on the U.S. scene. 

GE makes just about everything 
electrical or electronic—and does it 
superlatively well and profitably. But 
because of its size, GE cannot help 
but feel the effects of the many cross- 
currents that flow through the econo- 
my even in the most prosperous of 
times. Thus, like U.S. industry as a 
whole, GE’s profit margins were 
squeezed in 1956 (see table, page 46). 

Rising steel and wage costs, prod- 
uct development expenses, higher ad- 
vertising and promotion charges all 
took their toll on the balance sheet. 
But probably GE’s worst headache 
was in its $1 billion-a-year appliance 
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came serious. In 1954 Philco sales 
dropped from an alltime high of $430 
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and TV set business. Though selling 
well, Cordiner’s GE and Hotpoint ap- 
pliance lines were no exception to 
the general rule of pinched profits. 
All during 1956 Wall Street was rife 
with allegations that Cordiner was 
using steam roller methods to run 
down appliance competitors (he is al- 
ready second to RCA in TV sets, re- 
portedly neck-and-neck with GM’s 
Frigidaire division in refrigerators). 

The allegations, however, are some- 
what unjust to Cordiner. The fact is 
that his own dealers have felt the 
pressure of competition from the pon- 
derous Sears, Roebuck retail chain, 
which is already first in washers, third 
or fourth in refrigerators. Thus 
neither GE nor GM can relax for a 
moment in their efforts to keep costs 
and prices down. 

But whatever competitors may 
think of Cordiner’s methods, from the 
stockholders’ point of view one thing 
was abundantly clear last year: when 
the smoke clears, GE is going to 
emerge near the head of the appliance 
queue. Its $200-million Appliance 
Park plant at Louisville is far ahead 
of anything else in the industry in 
size, integration and efficiency. 

But actually one of the greatest 
strengths of Cordiner’s position is the 
fact that he has so many strings to 
his bow. He can simply fall back on 
several other profitable divisions if 
one of his product lines starts to hurt 
—as appliances did in 1956 and as gen- 
erators did during the 1955 price war. 

GE is really at least four compa- 
nies in one, each of them close to a $1 
billion business in its own right. The 
$1.3 billion consumer products group, 
besides being the U.S.’ largest ap- 
pliance maker, is the biggest maker of 
electric light bulbs. The division is 
also hard at work on the promising 
new Weathertron heat pump. This 
revolutionary heating and cooling 
gadget uses neither coal nor gas nor 
fuel oil, but runs off ordinary elec- 
tric current. By the Sixties, General 
Electric expects Weathertron to bring 
in hundreds of millions in annual 
sales. 


King of the Kilowatts 
If Weathertron reaches this goal it 
will help GE in yet another fashion. 
By burning a great number of kilo- 
watts of electricity, it will boost de- 
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1956, his Crosley and Bendix appliance 
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DANGER SIGNAL? 


PROFITS 





In the first nine months of 1956, the elec- 
trical products companies in FORBES’ 
Survey boosted combined sales a smart 
9.7%. The profits needle, however, pointed 
to danger. Despite the higher sales, com- 








bined profits were down 13.7%. 





mand for generators and other heavy 
electrical equipment, of which GE 
now supplies some 60% of U.S. needs. 
In 1956 alone Cordiner probably sold 
$1.1 billion worth of generators, 
transformers, turbines, switchgear and 
the like. It was in this heavy equip- 
ment group that Cordiner reaped 
much of the benefit of the big 1956 
capital spending boom. Also helped 
was GE’s industrial group, which 
makes everything from plastics and 
silicone products to instruments and 
electric motors. This division prob- 
ably contributed some $700 million to 
Cordiner’s sales total in the course of 
the year. Prospering too, to the tune 
of some $800 million in annual sales 
was GE’s atomic defense and elec- 
tronics group, which among other 
things is the U.S.’ largest maker of jet 
aircraft engines. Latest product: the 
$1 million “Erma” computer. 

Thus, GE too, in a sense, can hardly 
fail to prosper even if Cordiner’s 
dazzling 20-year prediction comes 
only partly to pass. Whatever helps 
the kilowatt helps GE. Its annual ex- 
penditure of some $250 million a year 
on research, development and engi- 
neering is probably the largest such 
non-governmental program in the 
world today, keeps the company on 
top of all developments in the field. 

Yet it takes a good deal of manage- 
ment imagination and fiscal ingenuity 
to run such a company well. Ralph 
Cordiner has shown plenty of both. 
Far from being sluggishly big, GE has 
easily surpassed the industry average 
in Forses’ growth power and earnings 
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power Yardsticks, yet has maintained 
the best dividend payout in the in- 
dustry. Even more than Minneapolis- 
Honeywell, GE under Ralph Cordiner 
is a company where stockholders have 
their cake and eat it. Expected 1956 
payout: 77% of earnings. 

Yet GE has achieved this without 
penalizing growth. One reason is 
that Cordiner has almost $100 million 
a year pouring into his treasury from 
depreciation and amortization re- 
serves which he can use to expand his 
plants or build up his working capital 
without drawing on profits. GE’s top 
credit standing helps, too. When ex- 
pansion needs drained his working 
capital to the danger point last year, 
Cordiner did not have to cut divi- 
dends. Instead he strode boldly into 
the money market and borrowed $300 
million at a relatively thrifty 342%. 
Annual cost of the borrowing: a paltry 
6c a share after taxes. 

What's Wrong With. . . ? 

By almost any measurement of the 
standard statistical slide rule, West- 
inghouse, Ralph Cordiner’s across- 
the-board competitor, failed to meas- 
ure up to its much bigger rival. Thus 
even Wall Street, which usually looks 
the other way when a giant corpora- 
tion is in trouble, was openly posing 


the rhetorical question: “What's 
wrong with Westinghouse?” 
Certainly in 1956 a good deal 


seemed to be wrong. In the 12 months 
through September 30, the U.S.’ sec- 
ond largest manufacturer of electrical 
equipment ran into the red to the 
tune of some $2.4 million. Despite the 
1956 boom, Westinghouse was having 
its worst year since 1946. 

By the third quarter, it is true, 
Westinghouse Chairman-President 
Gwilym Alexander Price, 61, had some 
soothing news for stockholders. He 
reported that third-quarter sales, at 
$410 million, were finally back to the 
record 1954 level and that incoming 
orders were the highest ever. 

But even this silver cloud had a 
dark lining. Westinghouse earned 
only $10.3 million in the three months, 
or barely 2.5c on the sales dollar 
whereas in 1954 it had earned closer 
to twice that much. Explained Price: 
“Profits were reduced by two factors 
... the unusually high sales and pro- 
motional expense incurred to regain 
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r—— PROFIT PATTERN 


Profit margin, the percentage of the sales 
dollar that is brought down to operating 
profit, is regarded by Wall Street as an 
important measure of efficiency and prof- 
itability. Thus analysts watch constantly to 
see whether they are rising or falling. 
Here is how the electrical equipment pro- 
ducers fared in this respect during the 
first nine months of 1956 as compared 
with the year before. 


COMPANY 1956 1955 


10.9 11.8 
Westinghouse Electric def. 79 
RCA 6.8 8.5 
Sperry Rand* 9.0 11.0 
Sylvania 9.4 8.6 
Aveo Mfg. def. def. 
Philco 0.9 3.9 
15.9 14.2 


General Electric 


Minneapolis-Honeywell 
*6 mos. ending Sept. 30 











markets lost during the strike ... 
[and] the long lead time required for 
manufacture of steam turbines .. .” 

The fact, however, was that West- 
inghouse’s 119,000 shareowners could 
expect little real comfort until well 
into 1957. Reason: a good part of 
the prospectively good fourth quarter 
earnings would be charged off against 
inventory writeoffs in order to put 
Westinghouse on a last-in-first-out 
accounting basis. 

Thus even with settlement of the 
stubborn, 156-day Westinghouse strike 
in March, Westinghouse’s problem 
had not ended. “The long cessation 
of production,” Price confessed to 
stockholders, “has had an adverse 
effect on our market position and on 
our dealer organization.” So, though 
Price did not mention it, had the loss 
of prestige Westinghouse suffered in 
1952 when the Pentagon peremp- 
torily cancelled its contract to make 
jet aircraft engines. Nor, considering 
what was happening in the appliance 
industry, was it easy for Westing- 
house salesmen to better the market 
position of their TV sets, washing 
machines and the like. 

On top of this Westinghouse was 
burdened with inte ‘est and deprecia- 
tion charges which amounted to near- 
ly 4c on the shrunken 1955 sales dol- 
lar. By contrast Cordiner’s GE was 
shelling out barely 2.5c on the sales 
dollar for these charges. 

Too Fast, Too Liquid? 

Some of Price’s difficulties can be 
ascribed to problems beyond his con- 
trol. Responsibility for this last prob- 
lem, however, rests squarely on the 
soft-spoken, ex-banker’s capable 
shoulders. Why, Wall Street wants 
to know, did Price allow Westing- 
house to go $322 million into debt by 
1953 when he was then sitting on $220 
million in cash? (Currently his cash 
balance is well over $300 million.) 
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And why did he go so fast in expand- 
ing his investment in bricks and mor- 
tar by 50% in just three years without 
waiting for sales to catch up? Ad- 
mits a Price aide: “If we had it to do 
over again we would expand more 
slowly.” 

All these setbacks notwithstanding, 
some smart Wall Streeters were not 
yet ready to count Westinghouse out. 
They did not fail to notice that the 
company cleared 59c a share in the 
third quarter. 
ly heavy start-up expenses. At this 
rate, they figured, the company could 
soon be earning at least $1 a share 
quarterly. 

Moreover, there were other favor- 
able straws in the wind. Westing- 
house is still strong in atomic energy 
development. It claims to be spend- 
ing $150 million a year for research 
and development. By late November 
the company counted no less than 
127,796 employees on its payroll, an 
alltime record. 

Wall Street as a whole, however, is 
not yet putting much of a cash value 
on these favorable signs. Toward 
year’s end, GE’s common stock was 
selling at nearly five times its book 
value, Westinghouse’s at a premium of 
10%. Behind each share of West- 
inghouse there stood four times as 
much in assets, almost twice as 
much in sales by comparison with 
GE common. Yet the market valued 
GE common at 61%, Westinghouse’s 
at only 52%. 

Investors, apparently, were waiting 
to see if Westinghouse management 
really knows how to generate profits 
from its high-powered technical and 
scientific knowhow. 

Good Company 

For whatever comfort it might give 
him, Gwilym Price had respectable 
company at the wailing wall in 1956. 
Philadelphia’s big TV-and-appliance 
making Philco Corp. was getting 
ready to issue its most baleful annual 
report since 1946. Profits, President 
James Mortimer Skinner had to ad- 
mit at the third-quarter mark, had 
slipped in the latest 12 months from 
$2.35 a share to $1.13 a share. At this 
rate Philco’s profits had fallen to 
barely a fourth of their 1953 level. 

For one thing, the TV sets, radios, 
refrigerators and the air conditioners 
that Philco merchandises just were 
not selling easily. In this, of course, 
Philco was not alone. But Philco had 
been caught in a double squeeze. It 
was in the midst of an expensive 
program of installing labor-saving 
(and cost-reducing) machinery in its 
big Philadelphia plant. 

Basically, however, Philco has been 
in trouble since 1954. That was the 
year the appliance squeeze first be- 
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came serious. In 1954 Philco sales 
dropped from an alltime high of $430 
million to $349 million and profits 
from $3.40 a share to $1.67. 

As one of the two largest “inde- 
pendent” producers of appliances 
(Whirlpool-Seeger is the other), 
Philco has lacked the profits from 
other outside lines that such com- 
petitors as GE and the Frigidaire divi- 
sion of GM have been able to call 
upon whether needed or not. So 
Philco’s appliance troubles have 
looked even worse than they really 
are. In the face of this situation, 
Philco’s board early this year re- 
shuffed top management. Dynamic 
James H. Carmine, one of the U.S.’ 
top salesmen, stepped out as presi- 
dent, was replaced by young (42) 
James Mortimer Skinner Jr., son of a 
former Philco president and a VP 
since 1948. 

Skinner quickly discovered he had 
a lion by the tail. Philco clearly had 
gotten itself into a difficult position. 
To drop its “white goods” lines and 
concentrate, like Zenith, on TV would 
weaken Philco’s whole marketing or- 
ganization. Yet to expand would raise 
overhead at a time when it. should 
probably be cut. 

Philco’s Skinner made his choice 
and grasped the lion more firmly 
by the tail. He expanded his appli- 
ance line by buying Avco’s famed 
but currently unprofitable Bendix 
washing machine division. Moreover, 
he quickly let stockholders know who 
would be picking up the tab by omit- 
ting Philco’s cash dividend for the 
first time since 1940. Explained he: 
“to conserve working capital.” 

Avco Manufacturing’s Victor Eman- 
uel, 58, was luckier. Unlike Philco, 
which squeezed out a small profit in 





GROWTH 
CIRCUITS 


Electronics a growth industry? Certainly, 
but some companies have been highly 
charged, others relatively rundown —as 
the pattern of sales growth since 
Korea shows. 
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1956, his Crosley and Bendix appliance 
divisions were actually deep in the 
red. The losses were being soaked 
up by Aveco’s profitable sales of 
defense and industrial products. But 
Emanuel was not literally forced 
to expand or perish. He announced 
he was shutting down his appliance 
and TV-making Crosley division, 
selling Bendix to Philco for some 
$6 million plus the value of inven- 
tories. Emanuel left no doubt as 
to why he was getting out. “The 
appliance industry,” declared he, is 
plagued with “large over-capacities, 
rampant price-cutting, rising costs of 
labor and material.” 

Fortunately, Emanuel reminded 
stockholders, Avco had a good use 
for the money it would extricate from 
the appliance business. Announced 
he: “Capital and manufacturing facil- 
ities released will permit an accelera- 
tion of the company’s industrial, com- 
mercial and defense operations. . . .” 

Emanuel is not yet entirely out of 
the appliance business. He still runs 
his American Kitchens (cabinets, 
dishwashers) division and Moffats, 
Ltd., big Canadian appliance manu- 
facturer. But basically Avco is now 
a defense contractor. Its biggest divi- 
sion is the Lycoming-Spencer division 
which, Wall Streeters estimate, turns 
out some $130 million worth of air- 
craft, gas turbine and industrial en- 
gines for the Pentagon and private 
customers. Another division makes 
an estimated $100 million worth 
of electronic gadgets for the military. 
Still another is deep in hush-hush 
work on _ intercontinental ballistics 
missiles. A profitable sideline is Cros- 
ley Broadcasting, which owns TV 
stations in Cincinnati, Dayton, Co- 
lumbus and Atlanta. 

In dropping his $85 million-a- 
year appliance business, Emanuel de- 
serves credit for making a hard but 
inevitable decision. But since he had 
made it while Avco’s financial con- 
dition was still solid (working capital 
of $65 million exceeded outstanding 
debt and preferred stock), the com- 
pany’s prospects for 1957 looked the 
brightest they had since 1952. 

In recent years Emanuel’s stock has 
not stood high on Wall Street. But 
late last year this was changing for 
the better. The Street had not failed 
to take note of Avco’s improving for- 
tunes and of Emanuel’s success in 
building the company into an impor- 
tant defense contractor. The betting 
was that Avco would be paying divi- 
dends again by late 1957 after a lapse 
of some two years. 

Rising Star 

A concerned but somewhat disin- 
terested onlooker to the appliance 
problems of Avco and the others of 
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last year was Don G. Mitchell, the 
merchandising genius who heads fast- 
rising Sylvania Electric Products, Inc. 
In a speech before the Electrical As- 
sociation Mitchell issued a solemn 
warning. Said he: “The inevitable 
shakedown in appliances is happen- 









only a small part of that comes from 
Sylvania’s relatively small sales of 
TV sets. Much more important is its 
position as the U.S.’ second largest 
manufacturer of TV receiving tubes. 

Here, however, Sylvania escaped 
the worst. Part of the slack in orders 














How profitably is management putting stockholders’ 

investment to work? Colored bar shows net as % of 

investors’ equity per share, averaged for latest five 

years. Broken bar shows indicated rate for latest 12 
months. 


EARNING POWER 











— 








How fast is management making stockholders’ equity 
grow? Bar shows average % increase (solid color) or 
decrease (broken color) over latest reported 5-year 
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How liberally is management sharing profits with its 
VS stockholders? How much of earnings is being retained 
PAYOUT ’ PLOWBACK in the business? Solid portion shows dividends, broken 
portion reinvested earnings. Basis: latest reported 

5-year period. 
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How effectively is management putting plowed-back 
earnings to work to create additional profits? Bars 
PROFITS vs. PLOWBAC — increase in per share earnings from 1948-50 base 


% of cumulative plowback per share over latest 





reported 5-year period. 
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ing and the sooner it is completed the 
better it will be for the industry.” 
Sylvania, of course, was not entirely 
disinterested. Almost one half of its 
$307.3 million annual sales volume 
depends on the TV industry. But 











for new sets was taken up by the 
expanding market for replacing worn- 
out tubes in older sets. But Sylvania 
did not get off scot-free. Late in the 
year, Mitchell announced Sylvania 
was shutting down its Hatboro, Pa. 
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picture tube plant, one of four. 

This did not prevent Sylvania from 
pushing sales and profits to a new 
high in the first three quarters of 
1956. In fact, middling-sized Sylvania 
came through with one of the best 
reports in the entire industry. On a 
sales increase of roughly 8%, it 
boosted profits 15% to an alltime 
nine-month high of $3.23 a share. 

Excepting the TV set division, ex- 
plained Mitchell, “the new records in 
sales and earnings reflected continued 
strong markets in virtually all of 
Sylvania’s product lines.” 

Considering the quality of Syl- 
vania’s competition, this was no mean 
accomplishment. In TV tubes Syl- 
vania competes on roughly even 
terms with giant RCA. In light bulbs, 
a very profitable business, it is a by no 
means insignificant third to Westing- 
house and GE. In fluorescent lighting, 
Sylvania claims to rank just behind 
GE and well ahead of Westinghouse. 
And in the growing market for photo- 
flash bulbs, Sylvania claims to be the 
leading producer, turning out more 
than half the U.S. output. 

During the year, Don Mitchell 
moved deeper into two promising 
fields: photography and atomic en- 
ergy. In September Mitchell proposed 
merger with Argus Cameras, Inc. 
(annual sales: $21 million) and was 
accepted. He thus made it clear he 
intends to add weighty Eastman Ko- 
dak to the list of his competitors. 
Then, in November Mitchell an- 
nounced he was joining with Amory 
Houghton and Harold Decker of 
Corning Glass to form Sylvania- 
Corning Nuclear Corp. 

In both cases, Sylvania seemed to 
be biting off a great deal for a cor- 
poration with total assets of just 
$216 million. But to the company’s 
growing band of Wall Street admirers 
the new ventures were just added 
confirmation of their conviction that 
Sylvania is one of the fastest rising 
stars of the electronics business. 


A Big Gamble 

The year 1956 did not bring the 
Radio Corporation of America the 
rising profits it brought Sylvania. 
RCA’s, in fact, were down for the first 
three quarters. Sales of TV, radio 
and phonograph products, broadcast- 
ing time and electronic devices rose 
10% to $813 million. Profits, however, 
were squeezed as costs and develop- 
ment costs rose faster than sales. 
They dropped from $2.04 in the three 
quarters of 1955 to $1.82 last year. 

But for RCA’s tough, pioneering 
David Sarnoff, 65, profits this year 
were not the main point in issue. The 
success—or failure—of color television 
was. As the year wore on it became 
increasingly clear that Sarnoff was 
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staking his managerial reputation on 
bringing color TV to the market 
within the next couple of years. 
“This,” Sarnoff insisted, “is the year 
color is here.” To back up his judg- 
ment, Sarnoff says he has poured $100 
million into manufacturing, network 
color broadcasts and promotion. 

Others in the industry, however, 
have been equally insistent that color 
needs more time in the laboratory. 
Not the least of them is GE’s Ralph 
Cordiner whose now-famous remark 
about engineers (“If you have a color 
set, you’ve almost got to have an 
engineer living in the house.”) was a 
direct crack at Sarnoff.+ 

Those who know and admire Sar- 
noff are not yet ready to admit that 
he has failed to bring about the second 
TV revolution, but the RCA chair- 
man himself admits that color TV is 
still bright red so far as the balance 
sheet is concerned. Says Sarnoff: 
“Once there are 500,000 to 1 million 
color sets in use we'll make money 
both at the program end and at the 
manufacturing end.” At year’s end 
Sarnoff was still far short of his goal. 
Sylvania’s Don Mitchell, a shrewd 
judge of market trends, thinks the 
industry will not sell more than 
150,000 color sets this year. 

Thus the outcome of the color issue 
was still in doubt. On other scores 
Sarnoff’s management rated both hits 
and misses during the year. Sarnoff 
and RCA President Frank Folsom 
were being handsomely vindicated in 
1956 for a move they made more than 
a year earlier. Late in 1955 they de- 
cided to get out of “white goods” 
appliances, merge their: Estate Range 
and air conditioning divisions into 
Whirlpool-Seeger. In so doing, they 
kept RCA out of the 1956 appli- 
ance war. Equally important, it was 
soon clear that in Whirlpool-Seeger 
(Forses, Dec. 1, 1956) Sarnoff and 
Folsom had picked a winner. As 20% 
owner of the new corporation, RCA 
has sewed up for itself a new and 
possibly growing source of dividend 
income. 

The broadcasting score was less 
favorable. RCA’s NBC division re- 
portedly was making more money 
than in 1955, but still played second 

+To which Sarnoff made his equally famous 
reply, “Anyone who wants to wait until the 


wagon gets rolling and then get a free ride 
should have the courtesy to remain silent.” 


fiddle to William Paley’s fast-moving 
Columbia Broadcasting System in 
total bookings. During the year NBC 
was the scene of a major shakeup that 
saw Sarnoff’s son, Robert, moved in 
to replace Sylvester R. (“Pat”) 
Weaver as the division’s fourth pres- 
ident in four years. 
The New Giant 

In spending heavily for the future 
of color, RCA’s Sarnoff has something 
in common with James H. Rand’s and 
Harry F. Vickers’ Sperry Rand Corp., 
the year-and-a-half-old electronics 
giant. On April 1, 1956, $558 million 
(assets) Sperry Rand embarked on 
its second corporate fiscal year with 
high hopes of higher profits. 

In the first six months of that year 
it raised its sales a solid 23% over 
the strike-bound first half of the 1955 
fiscal year. Profits, however, failed 
to follow suit. They rose just 1.4% to 
74c a share. One reason, explained 
President Vickers, was a sharp de- 
cline in profits and sales of Sperry 
Rand’s important New Holland farm 
machinery division. Another was in- 
creased dependence on government 
business; but equally important, Rand, 
Vickers and Chairman Douglas Mac- 
Arthur were pouring increasing sums 
into various research and development 
projects. 

Since Sperry Rand is relatively new 
as a combined enterprise, Forses this 
year does not attempt to rate its man- 
agement. It is simply too early to ar- 
rive at a fair evaluation. One thing, 
however, is certain: Sperry Rand is 
fast becoming established as one of 
the most neatly diversified corpora- 
tions in all U.S. industry. Its $280- 
million-a-year Remington Rand di- 
vision is probably the third or fourth 
largest maker of business equipment, 
in competition with such companies 
as International Business Machines, 
National Cash Register and Bur- 
roughs. Remington Rand’s product 
line runs the gamut from filing cabi- 
nets and typewriters to the ultra- 
complex $1.5 million Univac com- 
puters. 

Sperry Rand’s New Holland division 
produces up to $70-million worth of 
such farm machines as hay bailers and 
mowers. To the Pentagon and private 
industry, Sperry Rand sells an annual 
$260-million worth of instruments and 
control devices, $70-million worth of 
hydraulic equipment. 

Will Sperry Rand be as well man- 
aged as it is well-diversified? Only 
the next few years can answer that 
question. Much, in the last resort, 
will depend on how well its top ex- 
ecutive team can weld the sprawling 
businesses into a harmonious and co- 
operating corporate whole. So far the 
prospects for that have not looked 
unpromising. 
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BUILDING MATERIALS 


As a full dress recession, the 1956 building “slump” 
was somewhat overrated. It did, however, provide 
a revealing test of management surefootedness. 


Ir the sales figures of the biggest com- 
panies in the business are any cri- 
terion, the 1956 building slump was 
greatly overrated. Taken as a whole, 
sales of the biggest building materials 
companies were well up. Eight of the 
ten companies in Forses’ survey 
posted a combined increase in sales 
for the first nine months of 7% (to 
just over $2 billion) as compared 
with the same period in 1955. This 
was about double the percentage rise 
for manufacturing corporations as a 
whole. 

True, home mortgages were harder 
to get and more expensive to hold. 
Thus new housing starts slipped to 
around 1.1 million from 1.3 million in 
1955. But the rising, swelling tide of 
factory, store, office building and pub- 
lic construction took up most of the 
slack. Repairs and suburbanite do-it- 
yourselfers helped, too. 

This, however, is not to say that 
1956 was a year of unparalleled pros- 
perity for the building materials in- 
dustry. No less than six of the ten 
companies in Forses’ survey made less 
money in the first nine months of 1956 
than in the same period of 1955. Yet 
this did not prevent three others 
from pushing profits considerably 
higher. Paint-making Sherwin-Wil- 
liams earned 18% more cn each com- 
mon share. Big, diversified Johns- 
Manville earned 14% more. 

Speaking before the New York So- 
ciety of Security Analysts, Armstrong 
Cork’s able Treasurer Walter E. 
Hoadley Jr. summed the situation up 
very well. “A new era of selling,” de- 
clared he, “is getting underway fol- 
lowing the prolonged era of short- 
ages.” 

Hoadley hit the nail squarely on the 


BOX SCORE 


Here is how FORBES’ editors rate 
the management abilities of the Big 
Ten building materials makers (ideal 
score: 100). 

Pittsburgh Plate Glass ($532.1)* 

Weyerhaeuser Timber (373.8)* 

U.S. Gypsum (260.4)+ 

American Radiator & S.S. (232.3)*.... 

Crane Co. (219.4)* 

Johns-Mansville (214.4)+ 

Libbey-Owens-Ford (161.8)* 

Armstrong Cork (158.9)+ 

Sherwin-Williams (153.8)** 

National Gypsum (148.1)* 


Total assets in millions shown in parentheses. 
*12/31/55 76/30/56 **8/30/56 
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head. Building materials had been 


‘one of the last industries for which 


production finally caught up with de- 
mand. It was not, in short, the kind 
of year when the salesmen could re- 
lax and let the production men do all 
the work. It was, for these very rea- 
sons, an excellent year to evaluate 
management policies. 

How well the companies did de- 
pended in part on what they had to 
sell. But, even more importantly, it 
depended on how well management 
had put its house in order for the 
decade of competitive opportunity. 

Thank You, Mr. Economist 

In 1955, most building materials 
companies had, in fact, worried more 
about production than about sales. On 
the strength of long-term growth 
charts drawn up by the economists, 
most companies expanded their ca- 
pacities without giving much thought 
to what would happen if a slump 
should set in. In several cases the 
expansive optimism proved costly in 
1956. 

In no case was this truer than for 
Melvin Houston Baker, 71, chairman 
of Buffalo, N.Y.’s National Gypsum 
Co. In 1956’s first nine months, Baker’s 
39 plants produced 8% more sales 
dollars than they had in the same part 
of 1955. But while National Gypsum’s 
sales curve was rising, its common 
stock’s profit curve fell by a sharp 
15%. In the same period Baker man- 
aged to make just 10c on each sales 
dollar after taxes as compared with 
1955’s 11.1c. 

Like the Greek philosopher Thales, 
who fell into a well while gazing at 
the stars, Baker had stumbled over 
the present while planning for the 
future. Convinced that low-cost, 


NATIONAL GYPSUM’S BAKER 


plentiful and easy-to-handle gypsum 
products would be more in demand 
than ever, Baker had expanded heav- 
ily in 1955, raising his investment in 
plants and mines from $95 million to 
$125 million in a single year. This 
involved the U.S.’ second largest gyp- 
sum producer in some $3.5 million of 
starting-up expenses in 1956. It also 
entailed the sale of 433,000 additional 
common shares to help pay the bill. 

All this could not have happened at 
a worse time. In the third quarter, 
Baker’s sales dropped a sharp 10%, 
and this, compounded by higher costs 
and bigger capitalization, slashed 
National Gypsum’s quarterly net 
from $1.32 a share in 1955 to a mere 
76c in 1956’s third quarter. 

This put quite a crimp in Na- 
tional Gypsum’s otherwise impressive 
growth record. Until 1956, National 
had been the fastest growing major 
company in the industry, having 
nearly doubled sales in just five years. 
It also had boasted one of the better 
earning power records. But in the 
latest 12 months, National Gypsum 
dropped from fourth best in the 
earning power category to merely 
sixth best. 

For investors, the meaning was 
clear. While National had achieved 
an extraordinary growth showing, it 
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had not yet won stability of profits 
for its 23,000 common stockholders. 

Baker stoutly maintained that the 
slump was only temporary. “The 
picture,” insisted he, “is bright and 
the long-range picture is staggering.” 
Wall Street, however, is generally 
more impressed by profits than by 
prophecy. Alarmed by the drop in 
National Gypsum’s earnings and pros- 
pective over-expansion in the indus- 
try, it marked National Gypsum’s 
stock down sharply to a 1956 low of 
38 against the year’s high of 61%. 

Big and Conservative 

In Chicago, meanwhile, Baker’s big- 
ger competitor, U.S. Gypsum, was 
much more reticent about the future. 
“We do not,” declared President 
Oliver Morton Knode, 78, “make 
statements about the future farther 
ahead than three months.” 

By concentrating on the present, 
however, U.S. Gypsum did very well 
indeed. U.S. Gypsum had expanded 
more slowly and, unlike National, had 
avoided both debt and dilution of 
equity through the sale of common 
stock. On a roughly proportionate 
sales increase with Baker’s (from 
$192 million to $208 million) in the 
first nine months of 1956, U.S. Gyp- 
sum was able to bring at least part 
of the sales gain down to the profit 
column. Knode and Chairman Clar- 
ence Huston Shaver, 58, told stock- 
holders at the three-quarter mark 
that profits were up approximately 
5% to $3.92 a common share. 

Thus U.S. Gypsum was still selling 
about twice as much gypsum as 
National, still controlled some 50% of 
the total U.S. market. Its net profit 
margin did slip somewhat. It was 
down from 15.7c on the sales dollar 
to a still impressive 15.3c. But it was 
high enough to enable Shaver and 
Knode to pull way ahead of National 
in earning power. Whereas National 
and U.S. Gypsum had been very close 
over the recent five-year period (a 
15.2% return on equity for USS. 
against a 14.2% return for National), 
in 1956 U.S. Gypsum led by the wide 
margin of 20.6% to National’s 12.9%. 

Considering the growing pains Na- 
tional had suffered this year, U.S. 
Gypsum’s showing looked all the 
better. But it was far from being 
the best in the building industry. 


CASSIDY 


SHAVER 


Happy Hobbyist 


CROSS 
CURRENTS 


1956 (est.) 1957 (proj.) 


Source: David L. Babson & Co. 


Versatile Johns-Manville. did even 
better. “We have always insisted,” 
said Johns-Manville Chairman Leslie 
Martin Cassidy, 52, “that our sales- 
men cater to those dealers who spe- 
cialize in repair work.” 

This alone helped insulate such 
Johns-Manville products as roofing 
and insulation materials from 1956’s 
decline in new housing starts. And 
Cassidy had yet another ace up his 
sleeve. Unlike gypsum, there were 
no excessive stocks around of asbes- 
tos, the raw material on which Johns- 
Manville bases 70% of its quarter- 
billion-dollar sales volume. So at the 
very beginning of the year Cassidy 
was able to boost prices of asbestos 
from 5% to 10%—and was able to 
make the price boosts stick. 

Asbestos is nothing if not versatile. 
Cassidy sells some of his 400 differ- 
ent products to industry; Detroit, for 
example, is a good customer for brake 
linings and friction materials. As 
Transite pipe, asbestos mixed with 
cement has won a big and growing 
market in waterworks and sewer 
building. By expanding five Transite 
plants from New Jersey to California, 
Cassidy was able last year to cash in 
on the big boom in water and sewer 
line building. 

As the year drew to a close, Johns- 
Manville was well on its way to 


GRAZIER BIGGERS 


breaking by 20c or so a share the 
profit record of $3.87 which has stood 
since 1951. This, if anything, has 
been the Achilles heel of Cassidy’s 
record; since 1950, Johns-Manville’s 
earnings have been stuck in a $3.87- 
$2.62 range, seemingly unable to break 
out. Within these limits, however, 
Cassidy has done a good job. Johns- 
Manville’s earning power of 15.7% 
for the latest 12 months is fourth best 
in the industry after Libbey-Owens- 
Ford’s 22.1%, U.S. Gypsum’s 20.6% 
and Pittsburgh Plate Glass’ 16.7%. 
Moreover, Johns-Manville, with a 
payout ratio of 63%, has been the 
second most generous company to 
stockholders in the industry. 
The Forest King 

Cassidy, Baker and Shaver have 
one thing in common: asbestos and 
gypsum, their basic raw materials, 
are both. plentiful and relatively 
cheap. Quite the contrary is true of 
Weyerhaeuser Timber Co.’s stock-in- 
trade. Timber is neither plentiful nor 
cheap. Thus it has had to suffer in- 
creasing inroads from building ma- 
terials made of cheaper materials. 

Chairman Frederick King Weyer- 
haeuser, 61, has been able to view all 
this with considerable equanimity. 
Snug in the possession of some 2.6 
million acres of timber-rich land in 
Washington, Oregon and California, 
Weyerhaeuser benefits from every in- 
crease in the price of the wood prod- 
ucts. Doubly so since most of Weyer- 
haeuser’s forest lands are carried on 
its books at ridiculously low 1913 
prices. This is a comfortable busi- 
ness, but its growth prospects are 
limited to the amount of timber Wey- 
erhaeuser is willing to cut. One way 
out for Weyerhaeuser is increasingly 
to upgrade its timber into such prod- 
ucts as plywood and even paper and 
chemicals. This Weyerhaeuser has 
been doing on an increasing scale. 

Because his family tightly controls 
this giant forest empire and since 
Weyerhaeuser’s shares are listed on 
no stock exchange, Fred Weyer- 
haeuser generally feels inclined to tell 
the investor precious little about the 
company’s affairs. 

This did not prevent Wall Street 
from becoming aware of one very 
significant fact during 1956: had it 
not been for a $5 million decrease 
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meme bles were made in Detroit. Some of 


in its income tax bill as compared 
with the first nine months of 1955,* 
Fred Weyerhaeuser would have been 
very hard put to keep profits as steady 
as he did. The fact was, however, 
that Weyerhaeuser had not escaped 
scot-free from the year’s serious drop 
in the prices of plywood and green 
lumber. Its net profits, despite higher 
sales, were down to 15.8c on the sales 
dollar against 16.4c in 1955. It did, 
however, get off relatively lightly. 
Such competitors as U.S. Plywood 
were much harder hit. Plywood’s net 
was down 16% in the same period. 

But whatever happened to its earn- 
ings, Weyerhaeuser need never 
worry about where its next dollar is 
coming from. As it cuts timber, it is 
permitted by law to tuck part of the 
operating profit into the depletion ac- 
count. There it is safe from the tax 
collector, but otherwise readily ac- 
cessible for corporate needs. 


LOF’S FACTORY OF GLASS 


Toilets & Titanium 

In this respect Weyerhaeuser, es- 
sentially a raw materials complex, 
differs sharply from quite a different 
breed of building materials producer. 

Crane Co.’s Frank Frederic Elliott, 
63, and American Radiator’s Joseph 
Albert Grazier, 53, are essentially 
metal fabricators. Crane has two basic 
product lines: 1) plumbing fixtures 
for bathrooms, and 2) valves, pipes 
and pressure regulators both for home 
and industrial use. In both lines Crane 
has been a mediocre moneymaker in 
recent years. In such management 
measurements as earning power and 
return on sales, it reveals the most 
dismal showing in the field. 

But last year Crane’s stockholders 
had at least some comfort. Crane’s 
14% pickup in sales was the best in 


*Due to the depletion allowance it enjoys 
as a raw materials producer, Weyerhaeuser 
has more latitude than most firms in figuring 
its income tax in any one year. 
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firm’s best customer is General Mo- 


the industry, and its 12% profit im- 
provement was the third best. Part of 
this was due to the opening of the 
capital spending faucets which raised 
the sales level of Crane’s industrial 
valves. To a lesser degree, Crane was 
helped by the trend among home- 
buyers to count the number of bath- 
rooms before buying. Claimed Chair- 
man Elliott: “In a cutback such as 
last year’s, it is not quality that 
suffers.” 

When Wall Street shows a flicker 
of interest in Crane, however, it is 
neither the quality of its multi-hued 
bathrooms nor its prosaic valves that 
attracts attention. Rather it is Cramet, 
Crane’s venture into working with 
titanium metal and with valves for 
radioactive materials. So far Cramet 
has been all promise and little ful- 
fillment. But in the middle of 1956, 
Elliott made a deal that may change 
Cramet’s prospects for the better. He 


growth industry. Joseph Grazier, the 
brilliant Wall Street lawyer who has 
been president of American Radiator 
since 1953, is well aware that some- 
thing will have to be done about the 
situation if the company’s stock is to 
be raised—both literally and fi ‘ra- 
tively. 
A Remodeling Job 

Grazier’s plan was a double-edged 
one. First, he wanted to strengthen 
American Radiator’s position in its 
chosen field. Toward this end he 
merged Mullins Manufacturing and 
its Youngstown steel kitchen line into 
the American Radiator organization. 
In this respect, too, Grazier has pro- 
fessed to have high hopes for Ameri- 
can Radiator’s 14 European plants. 
The mere raising of European na- 
tions to a one-flush-toilet-per-fam- 
ily standard, he reasons, would create 
a tremendous market for American 
Radiator overseas. 


CEMENT-MAKING AT PITTSBURGH PLATE 
Not even tight money could stem the tide to the suburbs. 


sold a 50% interest in the Crane sub- 
sidiary to Republic Steel Corp. Thus 
in one stroke he assured Cramet of 
the capital it will need and brought 
it into a working relationship with 
one of the U.S.’ richest storehouses 
of metal-working knowhow. 

American Radiator & Standard San- 
itary Corp., Crane’s bigger competitor, 
is the world’s largest manufacturer 
of toilets, bathtubs and heating equip- 
ment. Despite American Radiator’s 
apparent inability to get its profits 
back to the record $2.80 a share it 
produced in 1950, Wall Street is al- 
most unanimous in rating American 
Radiator above Crane, its slightly 
smaller competitor. American Radi- 
ator’s earning power of 11.8%, for 
example, while a bit below the indus- 
try average, is almost double Crane’s 
6.5%. 

But like Crane, American Radiator 
has not found plumbing supplies to 
be quite the executive’s dream of a 


leum-Nairn have averaged hit 5 8°07. 


At the same time, Grazier has been 
steering the company more vigorous- 
ly than ever into such growth fields 
as air conditioning, electronic con- 
trols and atomic energy. Wall Street 
last year was inclined to concede that 
Grazier was doing a first-class job in 
revitalizing the sprawling enterprise. 
But until the results show up more 
clearly on the profits statement, it is 
inclined to withhold final judgment 
on Joe Grazier’s efforts. 

At 1956’s nine-month mark, they 
looked fine on the sales record. De- 
spite the fall in housing starts, Amer- 
ican Radiator’s sales rose 2% to $302 
million. Profits, however, were slip- 
ping down the drain. As against earn- 
ings of $1.28 a share in the 1955 period, 
the company earned just 97c in 1956. 
Explained Treasurer Laurence Ward: 
“This has been a planned metamor- 
phosis. We foresaw that heavy start- 
ing-up expenses would cut into 
profits this year.” 





earnings which scagced to $189 a 


Happy Hobbyist 

Plumbing manufacturers suffer one 
serious disadvantage in today’s mar- 
ket. Their products have to be in- 
stalled by high-priced and hard-to- 
get plumbers. Thus most potential 
customers think twice before tearing 
out the old bathtub or putting in an 
extra one. Closed to the plumbing 
supply fraternity has been the pros- 
perous “do-it-yourself market.” 

Consider, for example, what do-it- 
yourself has done for Arthur William 
Steudel, 64, president of Cleveland’s 
conservative but wide-awake Sher- 
win-Williams Co. Far from discour- 
aging Americans from painting their 
walls, the high cost of labor has sim- 
ply driven them to do it themselves. 

Shrewdly converted from a chore 
into a weekend pastime by Sherwin- 
Williams and other fast-thinking 
competitors, the job of redecorating 
has been brought within the reach of 
any family who can afford a roller 
and a few gallons of paint. “As long 
as consumers have money,” says 
Treasurer Luther Schroeder, with a 
note of confidence rooted in S-W’s 
remarkable record of earnings stabil- 
ity, “we will continue to do well.” 

Just how much all this has done 
for Sherwin-Williams’ sales is some- 
thing of a mystery. Out of an atavistic 
corporate quirk, Sherwin-Williams 
stubbornly refuses to let stockholders 
know what its sales volume is.+ 

Profits, however, are no _ secret. 
Completely ignoring the housing 
slump, they rose 18% in the 12 months 
ending August 30 to an alltime high 
of $10.49 a share. Stockholders, de- 
spite the sales blackout, glowed 
brightly when Sherwin-Williams, 
which has paid dividends without in- 
terruption for 70 years, raised the 
quarterly rate from $1 to $1.12%, de- 
clared a 50c extra. 

In the size of its paint business, 
Sherwin-Williams has no peer. It is 
easily the largest paint manufacturer 
and retailer (a large part of its sales 

tActually about $300 million. 
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ARMSTRONG’S BACKSTRAND 


PLATE GLASS CRAFTSMAN 


are made through 904 company- 
owned stores) in the U.S. Already 
highly integrated, the colorful giant 
tightened its operations further by 
rolling out paint cans from a spank- 
ing new $1.5-million California plant. 
Sherwin-Williams does, however, 
have a large number of important 
competitors, not the least of which is 
the giant (total assets: $532 million) 
Pittsburgh Plate Glass Co. 

Unlike Sherwin-Williams, which 
sticks to paints and brushes, Harry 
Bertram Higgins’ Pittsburgh Plate is 
one of the best-diversified companies 
in the U.S. Even though most of its 
$580-million annual sales volume goes 
directly or indirectly to the building 
industry, it turns out a whole cata- 
logue of products, including plate and 
window glass, cement, brushes, chem- 
icals and the huge, curved wind- 
shields for Chrysler Corp’s autos. 

But diversification works both 
ways. Last year Chairman Higgins, 74, 
and President David Garrett Hill, 54, 
were doing well in the paint business. 
Their glass business, however, was 
somewhat chipped. For one thing, the 
slowdown in auto output cut its sales 
of the big, expensive auto wind- 
shields. 

Made in Detroit 
Not all of Higgins’ and Hill’s trou- 


AUTOMATED CEMENT MAKING 


bles were made in Detroit. Some of 
them bore the label of Belgium and 
Japan. These countries in the latter 
part of the year resumed exporting 
relatively large amounts of glass to 
the U.S. Ordinarily this might not 
have been serious. But in 1956, Pitts- 
burgh Plate’s glass division was 
bearing extraordinary costs involved 
in getting into production with its 
highly automatic $34-million plate 
glass plant at Cumberland, Maryland. 
Though already a charge on Pitts- 
burgh’s overhead this plant was work- 
ing only partially in 1956. 

Whether demand would pick up 
enough to absorb the extra output 
and thus justify the heavy expendi- 
ture remains to be seen. Last year, 
at any rate, Pittsburgh Plate in com- 
mon with the rest of the industry 
was harder pressed than usual to sell 
what it could already make. Result: 
although sales crept upwards by an 
overall 2%, profits per share slippec 
an embarrassing 11% to $4.35 a share 
in the first nine months of 1956. 

Many Wall Streeters felt that Pitts- 
burgh Plate’s big Columbia-Southern 
Chemical division was pulling down 
its parent’s profit margin. Complained 
one: “By not moving out of such 
bulky, low-payoff lines as chlorine 
and caustic soda, Columbia-Southern 
is not squeezing the most out of the 
capital tied up in it.” Replied Presi- 
dent Hill: “We are making continuous 
efforts to upgrade our chemicals into 
more profitable intermediate lines.” 

But Higgins’ and Hill’s embarrass- 
ment was nothing compared to that 
of John David Biggers, 68, and George 
Pope MacNichol Jr., 57, respectively 
chairman and president of Pittsburgh 
Plate’s big glass-making rival, Lib- 
bey-Owens-Ford. On an estimated 
sales decline of 10%, L-O-F’s profits 
dropped a jagged 27% to $3.78 a share 
in the first three quarters of the year. 
Most of Biggers’ and MacNichol’s 
troubles, like Hill’s and Higgins’, had 
little enough to do with the alleged 
housing slump. The Toledo, Ohio 
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firm’s best customer is General Mo- 
tors Corp., which usually takes half 
its output, and last year GM trimmed 
its buying. Added to this was the in- 
flux of foreign glass. By November, 
40% of L-O-F’s window glass capac- 
ity was shut down. 

Libbey-Owens-Ford’s top brass ap- 
parently had not seen the trouble 
coming. “We are hoping,” Biggers 
and MacNichol told stockholders in 
March, “that your company’s added 
capacity will bring . . . production 

. into a more satisfactory ratio 
with demand in 1956.” As events 
proved, production overtook—and 
passed—demand a few months later. 

Thus some Wall Streeters predicted 
that Biggers and MacNichol were a 
little sorry they had poured $54 mil- 
lion into plant expansion and im- 
provement in the past two years. 
MacNichol, for one, however, appears 
to have no such regrets. The last time 
the wisdom of the spending was ques- 
tioned by a reporter, MacNichol’s 
only reply was a series of loud 
guffaws. By November, Chairman 
Biggers was claiming that the down- 
trend had been “sharply reversed.” 

Chances are that MacNichol and 
Biggers will indeed have the last guf- 
faw. The decline in earnings looked 
serious only because it was a drop 
from such high levels. Even with the 
lower 1956 earnings, Libbey-Owens- 
Ford earned 22% on_ stockholders’ 
equity, a rate of return that has only 
one near equal (U.S. Gypsum’s 
20.6%) in the entire building ma- 
terials industry. 

Relatively Good 

That kind of earning power puts 
L-O-F at the other end of the scale 
from Lancaster, Pa.’s Armstrong Cork 
Co. On sales just 13% higher than 
Armstrong’s in 1955, L-O-F earned 
148% more money. In dollars and 
cents, L-O-F made $36 million on 
sales of $282 million; Armstrong $14.5 
million on $249 million. 

Yet the mere recital of these bald 
statistics takes little credit from Arm- 
strong’s able management, headed by 
President Clifford Julius Backstrand, 
59. Armstrong counts on such hard- 
surface floor coverings as Corlon and 
Excelon plus wall finishes, acoustical 
and insulating materials for 60% of its 
sales. Another 20% comes from its 
glass bottle and container division and 
an equal amount from a long list of 
industrial specialties. None of these 
businesses is currently as profitable 
as glassmaking. 

In fact, judged by the standards of 
the badly frayed floor covering in- 
dustry, Armstrong’s showing is noth- 
ing short of sensational. As against 
Armstrong’s 9.9% average earning 
power, such competitors as Congo- 
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leum-Nairn have averaged but 5.8%, 
Pabco Products (now Fibreboard 
Paper Products Corp.) only 6.2%. 

In his constant efforts to improve 
this showing, Backstrand last year 
was in the midst of a major expan- 
sion program. Among other things, he 





earnings, which sagged to $1.89 a 
share from $2.18. 

Whether Backstrand, along with 
Higgins, Baker and the others, had 
expanded too much, or merely too 
soon, remained to be seen. One thing 
was clear. With the economy more 












































EARNING POWER 


How profitably is management putting stockholders’ 
investment to work? Colored bar shows net as %e of 
investors’ equity per shore, averaged for latest five 
years. Broken bor shows indicated rate for latest 12 
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How fast is management making stockholders’ equity 
grow? Bar shows average % increase (solid color) or 
decrease (broken color) over latest reported 5-year 
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How liberally is management sharing profits with its 

stockholders? How much of earnings is being retained 
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was opening new plants in Georgia, 
Pennsylvania and New Jersey. All 
this came, however, in a year when 
sales had stopped growing. In fact 
they had contracted a tiny 1% in the 
first nine months. As a result non- 
recurring costs and higher overhead 
took a 13% nick out of common share 











than ever dependent on a high level 
of building activity, the answer to 
this question is inextricably tied up 
with the nation’s prosperity. If 
building slumps sharply and thus 
proves the industry’s optimists wrong, 
chances are the entire economy will 
be in trouble. 
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FOOD CHAINS 


A business in millions, a profit in pennies—that’s the 
grocery chain store man’s byword. But sometimes the 
return on stockholders investment is surprising. 


Late last year, many of the nation’s 
food chains and supermarkets got to- 
gether to give America’s housewives 
a simple lesson in economics. As each 
beladen shopper left the store, she 
was handed a small envelope con- 
taining a single penny. The -moral? 
That for every dollar the U.S.’ food 
chains ying up at the checkout 
counter, they net only 1.2c. 
Thin Pickings 

Thanks to these slim pickings, when 
America’s housewives go to market 
they find the biggest food bargains in 
the world. But for the nation’s Big 
Five retail food chains, such tiny 
margins are no bargains. While they 
and some 850 other food chains to- 
gether do a business that rivals the 
auto industry’s in dollar sales, they 
net only one tenth as much. 

The competition for these dollars 
puts continual pressure on the chain’s 
profit margins. It costs money to 
keep constantly growing, but that is 
the price of survival in the hot- 
fought food chain rivalry. When fi- 
nally reported, all the Big Five food 
chains are expected to show sales 
gains for 1956. National Tea, for one, 
boosted its sales 8.2% in the first 40 
weeks of the year. Kroger raised its 
gross 24% over the same time. Safe- 
way’s was running about 2.1% ahead, 
and American Stores’ about 20%. No 
one knew exactly how big A&P, by 
far the biggest of the chains, was do- 
ing, because it makes no interim re- 
ports. But it is expected to show 
modest gains. 

On the profit side of the ledger, 
however, it was a less expansive 
story. America Stores’ President Paul 
J. Cupp reported 6-month earnings 
slightly down to $8.6 million. Safeway 
Stores’ President Milton Selby had 
happier news: his net was up from 
$1.81 to $4.18 per share in the year’s 
first 36 weeks—but it was a boost from 
a notably low level of profits a year 
ago. Usually more profitable Kroger, 
whose President Joseph Hall regu- 
larly turns in one of the best earn- 
ings reports in the industry, also 
gained last year. Its earnings were up 
35% to $3.55 a share in the year’s 
first 40 weeks. But National Tea’s 
Harley McNamara, who normally 
turns in the best showings in the 
Big Five, posted a small drop in net 
for the first half. It was mostly due, 
however, to absence of special tax 
credits. A&P? Well, you guess. 
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Other People’s Dollars 

The curve that counts with stock- 
holders, however, is the one that 
shows return on capital. And here 
the Big Five food chains do much 
better than might be expected from 
a look at their profit margins. Over 
the past five years, the Big Five have 
managed to earn a highly creditable 
10.9% on their stockholders’ equity. 
By contrast, even mighty Chrysler 
Corp. has only earned» 12% in the 
same years, and giant Standard Oil of 
New Jersey, despite the 27.5% de- 
pletion allowance it enjoys, has 
earned only 15.6%. 

The secret, of course, is that the 
capitalization of most of the big food 
chains is moderately leveraged with 
debt. The sole exception: A&P. Debt 
makes up 52% of Safeway’s total 
capitalization, 23% of Kroger’s, 28% of 
American’s and 56% of National Tea’s. 

The other reason is that no chain 
has—or need have—any such huge 
investment in capital goods or prop- 
erty as the average manufacturing 
company. Except for inventories, the 
biggest fixed capital requisite for 
doing business as a chain grocer is 
real estate, and the big chains have 
found ways to let others shoulder that 
burden. Most of their stores are 
leased, in some cases for terms of only 
one year, and rentals average only 
from 1% to 2% of sales. 

Nevertheless, getting the doors open 
at a new location involves a consid- 
erable expenditure, and to their credit 
the chains have not been loath to 
make it. Last year some 2,500 new 
supermarkets were built at a cost, in 
brick and mortar alone, of some $500 
million. Equipping and stocking them 
took still another $500 million. 

Are such low profit margins worth 
the risk? Actually the chains cannot 
help themselves; they have to grow. 


a... 


Here is how FORBES’ editors rate 
the management abilities of the 
U.S.’ five largest retail food chains 
(ideal score: 100). 


A&P ($510.0)* 

Safeway Stores (423.5)}+ 
Kroger (230.8)+ 

American Stores (130.2)** 
National Tea (109.7)+ 


Total assets in millions shown in porentheses. 
*2/28/56; 12/31/55; **3/31/5 











Only in big stores can they get the 
volume and turnover they need for 
profitable operations. And as the 
United States’ population shifts, so 
must the chains. 

One way the foodmen have found 
to use other people’s dollars to get 
new stores built where they need 
them is the so-called lease-back de- 
vice. The chain itself selects the loca- 
tion, buys the land and pays for con- 
struction of the building. Then it sells 
the property to an institutional inves- 
tor or individual, from whom it leases 
the building, usually on a sliding 
scale that varies with the store’s 
volume. 

Short Cuts 

Yet even these operations are cost- 
ly, and mean tying up sizable amounts 
of capital for considerable periods. 
Thus when Milton L. Selby, 54, took 
over as president of Safeway eighteen 
months ago, one of his first moves 
was to try to find ways to cut down 
the interval between the time a site 
is bought and the store’s opening. 
Normally it had taken two years, but 
he has managed to cut it to one. His 
eventual aim: a 10-month interval. 

The benefits are considerable. In 
all, Selby hopes to cut down the cash 
tied up in undeveloped properties 
from $69.4 million to about $20 million 
by the end of this year. This will not 
only free about $50 million in capital 
which can be used for other opera- 
tions, and thus return about $2.5 mil- 
lion a year, but will also save about 
$2 million a year in interest and taxes. 

Kroger’s President Joe Hall, who 
started out his career as a real estate 
man, has taken his real estate opera- 
tions a step further. Last October he 
set up an affiliated company, known as 
Gromarco, which will handle Kroger’s 
building-leasing operations. To fi- 
nance them, the new company will 
initially sell more than $12 million 
in 4.5%, 25-year notes secured by real 
estate. In this way, says Joe Hall, 
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Kroger will “keep the rent money in 
the family.” 

Not all other chains use these par- 
ticular devices. Usually they have no 
trouble getting others to bear the 
fixed investment in brick and mortar; 
the trick is to choose their own spots 
to expand and to reduce their own 
temporary outlays. But all were 
opening new stores. Safeway, for ex- 
ample, recently started putting up the 
first of 31 new stores in the Rocky 
Mountain area, which now accounts 
for only 12% of its business. This is a 
$12-million project. Altogether, Safe- 
way opened 120 stores last year, A&P 
about 200, Kroger 140, American 
Stores 56, National Tea 70. 

Shopping for Sales 

There is an even quicker way for 
a chain to boost its sales: buy up 
smaller chains. Thus American 
Stores’ Paul Cupp early in the year 
took in tow the Market Basket Corp., 
a 92-store New York chain doing over 
$30 million a year in sales. In June 
he followed up by buying Food Barn, 
a 5-store $5-million chain. 

But just as important as opening 
up new stores is closing down old 
ones. The ideal of the big food chain 
operators is a store which not only is 
well located and efficiently laid out, 
but one that does a volume of at least 
$2 million a year. 

That means a self-service super- 
market, and except for the most com- 
pelling reasons none of the chains is 
opening anything else. 

But all of the Big Five food chains 
have a long way to go to fulfill that 
idea. All of Safeway’s 1,823 stores and 
National Tea’s 762 stores are self- 
service, and all but 173 of Amer- 
ican’s 946 stores are. But some 1,600 
of A&P’s 4,150 units are still old red 
front hangovers from the past, and 


270 of Kroger’s 1,471 stores are “May ° 


I help you, Madam?” units. 

The ideal chain store’s $2-million 
volume is still an ideal for the Big 
Five. Oddly enough, it is A&P which 
stars here, despite its large residue 
of old red fronts. Its total sales aver- 
age out to just over $1 million an- 
nually per store whereas Safeway, 
with 100% self-service, grosses just 
under $1 million per year per unit. 
Next in order: Kroger with $771,000 
sales per store, National Tea with 
$761,000 and American with $655,000. 

Thus while opening up about 200 
new stores last year, A&P’s Chairman 
George Hartford was closing down 
about 120. Safeway opened 120, closed 
140, Kroger shut the doors on 250 of 
its markets, opened 140 new ones. 
For American Stores it was 56 open- 
ings, 129 closings, and for National Tea 
70 stores opened, 42 closed. What this 
give and take can do for store volume 
is well illustrated by National Tea. 
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In 1945, its stores averaged $142,682 
annual sales apiece; at last report it is 
$771,420. And where American now 
operates less than half the 2,272 stores 
it did in 1939, its sales today are five 
times greater than they were then. 
All this, however, is no easy job. 
If Safeway, for example, opened 100 
new stores a year it would take 
twenty years merely to replace all 
those it now has. “Assuming a 5% 
obsolescence factor,” says Safeway’s 
Milton Selby, “is certainly conserva- 
tive. Population growth will require 
us to add at least another 25 stores 
per year simply to maintain our com- 
petitive position.” His plans for the 
coming year: about 150 new stores 





EARNING POWER 


How profitably is management putting stock- 
holders’ investment to work? Colored bar 
shows net as % of investors’ equity per share, 
averaged for latest five years. Broken bor 
shows indicated rate for latest 12 months. 
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GROWTH POWER 


How fast is management making stockholders’ 

equity grow? Bar shows average % increase 

(solid color) or decrease (broken color) over 
latest reported 5-year period. 
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PAYOUT VS. PLOWBACK 


How liberally is management shoring profits 
with its stockholders? How much of earnings is 
being retained in the business? Solid portion 
shows dividends, broken portion reinvested 
earnings. Basis: latest reported 5-year period. 
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PROFITS VS. PLOWBACK 


How effectively is management putting 

plowed-back earnings to work to create addi- 

tional profits? Bars show increase in per share 

earnings trom 1948-50 base as % of cumu- 

lative plowback per share over latest re- 
ported 5-year period. 
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opening throughout the nation. 
Measures of Management 

How do the managements of the 
Big Five food chains stack up, one 
against another? The answer as seen 
by Forses’ editors is shown in the 
table headed “Box Score” on page 54. 
Behind these ratings, among other 
things, are the hard financial accom- 
plishments shown in the Yardsticks. 

But a good deal remains to be said. 
For example: which company’s brass 
has succeeded best in building up 
sales? By that standard the winner 
by far is the National Tea team 
headed by Harley McNamara. Over 
the last ten years, they have boosted 
their gross better than 3% times 
against roughly 2% times for A&P 
and Safeway, a little under that for 
Kroger and American. True, a fair 
part of that gain came by absorbing 
other chains. But if rapid sales in- 
creases are the criterion, what’s wrong 
with that? 

What about earnings? Taking the 
same ten-year frame, at the top of the 
heap are Safeway and Kroger, with 
gains approximating 60%. But they 
are hardly ahead of National Tea, with 
a 55% increase in net. Well behind 
the pack is American Stores, which 
has built up earnings 32% for the dec- 
ade if one excludes an abnormally 
profitable 1946, or less if one chooses 
to include it. Last in line: tightly 
family-controlled A&P, with a rough 
20% buildup. 

But are profits enough? Any cor- 
poration president worth his salt 
knows that what has been is the rec- 
ord, what is to come, the payoff. And 
the best measurement of that is what 
he is doing to build up the stockhold- 
ers’ equity. Here, the sure-footed and 
the stumblers are each spotlighted 
in Forses’ Yardstick headed “Growth 
Power.” Pre-eminently fleet-footed: 
National Tea’s McNamara, Kroger’s 
Joe Hall, and A&P’s Ralph W. Burger, 
in that order. Stumblers: American’s 
Cupp and Safeway’s Selby, whose 
outfits have done less than half as 
well as National Tea. 

The Stamp Challenge 

Management form is no idle matter. 
For every one of the Big Five was 
hot with battle last year, and the bat- 
tle is far from over. The cause of their 
troubles: the seemingly innocuous, 
actually immensely dangerous trad- 
ing stamp. Faced with the greatest 
flood of stamp plans and stamp-hun- 
gering housewives since the early 
1930s, it was a telling show that the 
Big Five’s brass put on. The big 
question was: how well could they 
keep their heads? 

The answer is: pretty well. None 
of the Big Five saw stamps as any- 
thing but a liability, and they held out 
as long as they could. But there was 
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no holding out. Kroger’s Hall makes 
that plain. Says he: “We fought 
stamps by cutting prices. We gave 
away hosiery, dishes and dolls. We 
used every merchandising gimmick 
known. And still the stamp stores 
took sales away from us. We can’t 
whip them.” 

So Hall, like Safeway’s Selby, who 
had also resisted the stamp rage with 
fierce determination, joined them. But 
if he had to give stamps, he reasoned, 
he had better insure his position. So 
Kroger bought a one-third interest in 
a large stamp company (in which 
chain marketing Penn Fruit also holds 
an interest). 

At Safeway, Milton Selby added up 
the same hard facts and reached the 
same conclusion. Joining with two 
smaller chains and a drug retailer, 
he set up a “non-profit” stamp plan 
in California, which will operate only 
where and when stamps crop up as a 
competitive factor. 

The one notable holdout in the 
trading stamp tidal wave was staid 
A&P’s Ralph W. Burger. His revulsion 
was easily understandable. A chain 
that adopts stamps must figure on 
their costing it about 2% of sales. 
To make them pay their way, it must 
boost volume roughly 12.5%. 

Burger’s answer was to fight stamps 
with bargains. In newspaper ads he 
touted sweeping price-cuts in all his 
stores. In Louisville, where Kroger 
introduced trading stamps (reluctant- 
ly), A&P punched back directly. 
When customers at one market asked 
for trading stamps, they were shown 
a huge basket of groceries and told 
that it had been filled at Kroger for 
$25. A&P’s price for the same basket, 
they were informed, was $23.29. Nev- 
ertheless, A&P is believed to have 
been hard hit by stamp competition. 

Battle of the Brands 

There was one consolation for the 
chain grocerymen. As_ Safeway’s 
Selby puts it: “It’s not long before 
the attraction of trading stamps be- 
gins to wear off.” But before it did, 
the chains were searching hard for 
ways to boost their margins. 

One such way was to push specialty 
foods, which carry a higher markup 
than staples. Disadvantage: they 
tend to move more slowly. But like 
most of his rivals, American’s Paul 
Cupp gave it a whirl and set up spe- 
cial islands to display them. 

Another—and sounder—way was 
to push their own “private label” 
brands, which usually carry a higher 
margin at a lower price than the big 
name brands. All of the Big Five are 
head-over-heels in private labels. 
Probably A&P has the biggest stake, 
ranging from four salmon canneries 
(and fishing fleet) to 35 bakeries and 
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PENNIES 
FROM BILLIONS 


Over the last five years the major 
grocery chains have done well to 
make about 2c before taxes on 
every dollar of sales. But some, 
Kroger in particular, have done 
better than this. Others, notably 
Safeway, have done worse. Here is 
how the Big Five made out on an 
average of the last five years: 














A&P Safeway Kroger American National 


Stores Tea 


nine coffee plants. Through American 
Coffee Corp., A&P is the largest buyer 
of coffee in the world, and its “Ann 
Page,” “White House” and other 
brands are almost as well known as 
Wheaties. Kroger gets nearly 10% of 
its gross from items it itself manu- 
factures. 

The attraction of private labels is 
that, if manufactured by the retailer, 
they add the processing profit to the 
chain’s margins. If bought from out- 
side vendors, they come ex-advertis- 
ing costs. Nor are private brands at 
all hard to market. Retail analysts 
guess that roughly 70% of super- 
market buying is impulse buying. All 
the chain need do is to give its own 
brands preferred place on its shelves. 

Not all private brands are auto- 
matic moneymakers, however, as 
Safeway found to its sorrow when it 
tried for years to make soap against 
such low-cost operators as Procter & 
Gamble and Lever Brothers. Selby 
has also shut down two slaughtering 
houses on the West Coast. And he is 
working hard to cure another typical 
ailment: too many own-brand names. 
Until recently Safeway had over 40 
such names on canned fruit, vege- 
tables and juices; now it has three. 

The Hardware Binge 

Last year more than ever before, 
the neighborhood supermarket was 
looking for all the world like a cross 
between Woolworths and Sears, Roe- 
buck. From roses to rompers to rakes, 
the supermarkets had it. It was also 
a good question whether they them- 
selves had not also been had. 

The hard-goods boom was no acci- 
dent. Non-food lines to many a hard- 
pressed retailer were a way out when 
margins pinched too tightly. And in 
part they made sense. As American’s 


Paul Cupp explains, “From the avail- 
able evidence . . . the potential mark- 
up is handsome enough that, with just 
a mediocre job the rest of the way, 
there is a pretty good chance of com- 
ing out on the plus side.” 

Few chains missed the boat. Al- 
most all sold drug sundries—a “nat- 
ural.” But some, like Safeway, were 
also selling liquors and kitchen and 
hardware items. Kroger’s Joe Hall 
was in even deeper: his stores were 
not only selling Christmas trees in 
season but a good selection of toys as 
well. Altogether, Kroger now gets 
roughly 6% of its volume from non- 
food items. Big A&P was moving 
more cautiously, but it too joined 
the brigade last year to offer stuffed 
dolls, roller skates, garden hoses and 
beach towels. But only grudgingly; 
Chairman George Hartford made no 
mistake about that. Forcing his hand: 
trading stamp competition, which 
some competitors think lost A&P as 
much as 10% of its sales in some New 
England areas. 

Hartford’s distaste for “hardware,” 
apart from drug items, is not without 
ample justification. Higher markups 
notwithstanding, such adventures are 
not without headaches for store man- 
agers, who are used to handling food. 
They create new problems in price, 
space and ordering, and there is a 
good deal of doubt that they are 
worth it. Moreover, chains which 
have introduced such items as appli- 
ances, radios and garden supplies are 
paying dearly for it. Because they 
take up large amounts of floor space 
and have a slow turnover, they are not 
really suited to self-service selling. 

Management Mettle 

But if it was a hard year for the 
Big Five chains, it was also a mis- 
leading one for stockholders. Safe- 
way, for example, probably boosted 
its net more than 100% to about $6.50 
a share. What won’t show up in the 
annual report, however, is that the 
boost came from a distressingly low 
base of comparison and only brought 
Safeway on a par with National Tea 
and Kroger in long-term gains. It 
was also the first real reward for long 
(and hitherto unproductive) years of 
plowing back retained earnings. If 
it turns out to be no flash in the pan, 
Safeway’s new management deserves 
high marks; as it stands, they are 
credited on Forses’ scoreboard with 
a hopeful showing. Actually, only 
National Tea’s McNamara and Kro- 
ger’s Hall among the Big Five have 
the kind of consistent record for 
turning plowed-back earnings into 
increased earnings that is worth 
crowing about. In that important test 
of management, American Store’s 
showing is at best mediocre, A&P’s 
plain sad. 
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program. This means that over the 
coming years Eberhard faces the deli- 
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MACHINERY 


Even at the height of the 1956 capital goods boom, 


the machinery makers 


more than good luck 


to rack up a smart profit. For some, the right product 
meant prosperity. For others, management made a 
good thing even better—or a little worse. 


Economists have a name for the kind 
of prosperity the U.S. rolled in dur- 
ing 1956. They call it a “capital goods 
boom.” Some consumer products, no- 
tably textiles, home appliances, and 
building materials, were far from en- 
joying their best year. But that was 
hardly the case among the people who 
build the machines that build our 
roads, generate our power, pipe up 
our oil and perform all the other com- 
plex mechanical and electronic tasks 
of a highly industrialized society. 
Across the U.S. landscape, steel 
girders were rising, bulldozers were 
scraping and men were putting huge 
machines into place. Private business 
sank a cool $30 billion into the brick, 


the mortar, the machines and tools it - 


feels it will need to take care of the 


growing population and rising stand- * 


ard of living that the statisticians 
promise. Washington, the states, cities 
and school districts spent another $13 
billion for highways, schools, hospi- 
tals, town halls and the like. 

The immediate beneficiaries of this 
confident investing in the future were, 
inevitably, the men who make the so- 
called capital goods. Harvesting the 
biggest share of the $45 billion that 
U.S. industry poured into new plants 
and equipment last year, machinery 
makers boosted their output by a 
huge $5 billion over 1955 to an esti- 
mated $29 billion. 

Under these conditions, machinery 
makers hardly had to scrabble for 
business. But this did not mean that 
profits dripped from the skies. It still 
made a great deal of difference what 
they made. And, even more important, 
it mattered how well they managed 
their businesses to make the most of 
these golden opportunities. 

Top of the Heap 

Premier performers among this for- 
tunate breed were American Machine 
& Foundry and Caterpillar Tractor, 
probably the best-managed big com- 
panies in the industry. By the end of 
September, both could report more 
than ordinarily healthy increases 
in sales—44% for AMF, 30% for 
Caterpillar. But the proof of the per- 
formance lay in the profit. Caterpil- 
lar’s soared 60%, AMF’s a breathtak- 
ing 125%. 

For both Caterpillar and AMF, 1956 
marked the payoff on a decade of 
shrewd and imaginative management. 
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By the very brilliance of their 
achievement, both companies had 
proven what has long since become 
something of an economic truism: 
there is no single simple formula for 
industrial success. Caterpillar had 
made its postwar record on the de- 
velopment of its traditional product 
line. AMF had chosen to diversify 
into everything under the sun. 
Peacetime Problem 

To some extent, AMF had its 
diversification thrust upon it. Even 
before World War II ended, AMF 
Chairman Morehead Patterson had 
been planning AMF’s transition to 
peacetime production. Heavy replace- 
ment orders for AMF’s new line of 
tobacco and bakery machines would 
maintain AMF’s swollen volume for 
a year or two after its wartime de- 
fense business collapsed. After that, 
Patterson counted on an automatic 
Pinspotter the company had been de- 
veloping since 1937. When the Pin- 
spotter proved a commercial failure 
in 1946, Patterson recognized that un- 
less he did something and did it fast, 
AMF was in for a rough time. 

Defense business in wartime had 
proved profitable, Patterson reasoned, 
so why shouldn’t it prove so in peace- 
time as well? Thus Patterson was 
among ‘the first to besiege the Penta- 
gon:for orders, got them, today does 
about a third of his business with the 
Defense Department. 

Pattern for Profit 

“We decided,” says Patterson, “that 
instead of trying to find new products 
on which we would have to spend 
money that we didn’t have, to try to 


BOX SCORE 


Here is how FORBES’ editors rate the 
management abilities of nine leading 
machinery makers (ideal score: 100). 
Caterpillar Tractor ($367.3)+ 
American Machine & Foundry (179.2)+. 90 
Ingersoll-Rand (173.3)* 
Babcock & Wilcox (165.9)* 
National Supply (154.3)+ 
Combustion Engineering (132.0)+ 
United Shoe Machinery (123.3)* 
Worthington 
Otis Elevator (101.9)* 
Total assets in millions shown in parentheses. 
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current annual profit of $30 million 


exchange our stock for other going 
companies.” 

Patterson proceeded to launch one 
of the most breathtaking diversifica- 
tion programs in U.S. industrial his- 
tory. Between 1949 and 1956 he 
snapped up no less than 18 companies 
for 857,811 shares of stock and $48 
million cash. In so doing, he pyra- 
mided AMF’s sales volume from $17 
million to 1956’s nearly $200 million. 

But it was no haphazard scramble 
for new business. For one thing, Pat- 
terson shrewdly sought to balance 
AMF’s cyclical defense and capital 
goods business with consumer goods. 
For another, he never forgot that 
growth meant growth in earnings as 
well as sales. Most important of all, 
he understood this to mean that each 
purchase would upgrade, not dilute, 
AMF’s equity. 

Result: by 1956, the $17-million-a- 
year maker of bakery and tobacco 
machinery had become a $200-million- 
a-year producer of everything from 
bowling balls to oil well equipment, 
and from outdoor metal furniture to 
atomic reactors. 

The Payoff 

Its remarkable growth aside, AMF’s 
performance until 1956 had been re- 
spectable but far from spectacular. 
Last year came the breakthrough. A 
new and improved Pinspotter, which 
Patterson had reintroduced in 1952, 
finally began to pay off. Between 
1952 and 1955, AMF had quietly in- 
stalled just 8,455 of them. Last year 
Patterson installed 10,000. With only 
a third of the American Bowling 
Congress’ 60,000 alleys sewed up, Pat- 
terson clearly still has a long way to 
go before the pace lets up. 

With the Pinspotter triumphant, 
Patterson and his lieutenants were 
forging ahead last year with a fistful 
of other projects. Among them: a 
hard-box cigarette packer, designed 
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working President-Chairman Hobart 


He bulldozed his way to massive growth. 


to outclass the British model now in 
general use; a spate of contracts for 
nuclear reactors, fuel elements and 
guided missile components; an atomic 
research center for private industry 
(with nine other companies). Clearly, 
in 1956 Patterson gave no sign of slow- 


ing his pace. As the year ended, Pat- ° 


terson was expanding again, bought 
$12-million-a-year W. J. Voit Rub- 
ber Co., maker of camelback and rub- 
ber sporting equipment. The price: 
120,000 AMF shares. 
Earth Mover 

A far different but even more suc- 
cessful kind of leadership has driven 
Caterpillar Tractor to the forefront 
of American machinery makers. The 
essential ingredient, good manage- 
ment, was the same. Unlike AMF, 
however, Caterpillar was not faced a 
decade ago with limited growth for its 
major product. Instead there loomed 
the massive postwar construction 
boom, for which Caterpillar’s earth- 
moving equipment was essential. Says 
Caterpillar President Harmon S. 
Eberhard, “We have concentrated on 
the earthmoving industry. We have 
sufficient diversification right there.” 

What Caterpillar lacked, however, 
was the plant capacity to handle the 
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staggering amount of business com- 
ing its way. In ten years Caterpillar 
spent $205 million, added four new 
plants, for a total of six. This helped 
the company boost its sales from 
$128.4 million in 1946 to roughly $700 
million last year. But even before the 
sixth plant was completed last May, 
Eberhard launched another $190 mil- 
lion expansion program designed to 
lift Caterpillar’s capacity another 50% 
(to over $1 billion a year) by 1960. 
Said he matter-of-factly: “We need 
still more capacity.” 

Though the price of expansion has 
sometimes hurt profit margins, Cat- 
erpillar’s return on the sales dollar 
has been rising steadily since 1953, 
hit 13.8c in 1955. With volume up and 
the original expansion program com- 
pleted, Eberhard’s profit margins 
probably reached a fat 16.5¢c on the 
sales dollar last year. 

Perils of Prosperity 

But as many another company 
learned in 1956, Caterpillar found that 
prosperity has its price. Eberhard’s 
new accelerated expansion program 
posed the very real problem of find- 
ing the wherewithal. Depreciation 
credits and retained earning will cover 
only $105 million of the $190 million 


OTIS’ PETERSEN 
Prosperity has its price, expansion its 


program. This means that over the 
coming years Eberhard faces the deli- 
cate task of deciding how to balance 
between debt, preferred and common 
issues to supplement Caterpillar’s 
profit plowback. 

But, as Forses’ Yardsticks indicate, 
Eberhard has managed this neatly 
enough in the past. Though Caterpil- 
lar sold 500,000 additional shares of 
common (for $34 million) last spring 
to retire debt and to finance part of 
the new expansion program, common 
stockholders hardly felt the pain. Ten 
months’ earnings rose to $4.77 a share, 
to carry profits well above the $3.25 
a share earned a year before on fewer 
shares. 

Caterpillar’s drive to expand is 
not entirely a matter of choice. 
Traditionally Caterpillar has faced 
mainly bush-league competition from 
such firms as the $5-million-a-year 
American Tractor. But in recent years 
the big-league competition has been 
moving in. Allis-Chalmers and Inter- 
national Harvester have expanded 
their earthmoving operations. Le 
Tourneau and Westinghouse Air 
Brake merged and set about raising 
a fat family of earth movers. Even 
more impressive, General Motors 
bulldozed into the business two years 
ago by buying Cleveland’s Euclid Co. 

So far there are no signs that any- 
one has made any inroads on Cater- 
pillar’s dominance, but Eberhard can 
scarcely relish the knowledge that 
every customer he turns away for 
lack of capacity most likely goes to 
one of his big-league competitors. 
Outwardly Eberhard remains calm. 
“We respect competition,” he says, 
“but we don’t fear it.” 

Magic Margins 

In some ways, however, the indus- 
try’s most impressive performance, as 
Forses’ Yardsticks indicate, has come 
not from AMF or Caterpillar but from 
venerable Ingersoll-Rand. Ingersoll- 
Rand makes a varied line of capital 
goods ranging from compressors and 
pumps to air conditioning and mining 
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embarrassments. 
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equipment. It also produces one of 
the most intriguing balance sheets in 
all U.S. industry. From turn-of-the- 
century plants which originally cost 
just $18 million, it earned an over- 
whelming $30 million in the latest 12 
months. As one of the last strong- 
holds of. the corporate sphinx, In- 
gersoll-Rand’s management, headed 
jointly by Chairman Daniel C. Keefe 
and President Robert H. Johnson, has 
been willing to shed remarkably 
little light on this extraordinary 
achievement. 

Old-line machinery makers Keefe 
and Johnson have scornfully avoided 
borrowing money and the company 
has sold no new stock since around 
1905. But it has had no reason to 
do so. Not with profits flooding in and 
only a small trickle of dollars flowing 
inte expansion. 

Mainly Ingersoll-Rand has restrict- 
ed its capital spending to keeping up 
what it already has in the way of 
plants. “You know as well as I,” ar- 
gues Treasurer Edward A. Keogh, 
“that if you keep an old car in good 
shape it'll run better than one of the 
new models. . . . Some people like to 
put up buildings just to look at 
them.” 

Ingersoll-Rand, obviously, is not 
addicted to building for the mere 
sake of prestige. Most of its plants 
were built 50 years ago. Now carried 
on the company’s books at a tiny $8.6 
million, Ingersoll-Rand’s property 
account supperts an astounding sales 
volume of close to $145 million. 

Has the company’s close way with 
the capital dollar hurt sales? “Turn 
away business?” replies Treasurer 
Keogh, aghast. “That just isn’t so. I 
admit sometimes people prefer to go 
elsewhere because we may take three 
or four months longer on delivery. 
But we don’t turn business away.” 
Without splitting hairs, the answer 
probably is that it has hurt sales—but 
not profits. 

As to the wisdom of the company’s 
policy, the bulging profit account ar- 
gues more convincingly than Keogh’s 
statements. But sometimes Ingersoll- 
Rand seems to have trouble deciding 
whether it is a manufacturer or a 
bank. Of its total assets of some $173 
million, $106 million at last report 
was hoarded as cash or government 
bonds. 

This has created a surprising para- 
dox: stripped of this practically idle 
cash, Ingersoll-Rand would show 
even more impressive earning power. 
Assume the company would hand 
$60 million in government bonds back 
to stockholders, retaining the rest of 
its cash as working capital. Even with 
that the company would still be beau- 
tifully solvent and Ingersoll-Rand’s 


ForBES, JANUARY 1, 1957 


current annual profit of $30 million 
would represent a thundering 60% 
return on stockholders’ remaining 
equity. 

Needless to say, Johnson and Keefe 
have no intention of doing so. But 
until they can show a very compelling 
reason for not putting the cash to 


working President-Chairman Hobart 
C. Ramsey must sometimes find him- 
self wishing he could lay his hands 
on some of that idle cash. By com- 
parison with Ingersoll-Rand’s tight- 
fisted prosperity, Ramsey has been 
struggling against some difficult odds. 
For making progress against them, 





EARNING POWER 


How profitably is management putting stockholders’ 
investment to work? Colored bar shows net as % of 
investors’ equity per share, averaged for latest five 
years. Broken bar shows indicated rate for latest 12 


months. 
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GROWTH POWER 


How fast is management making stockholders’ equity 
grow? Bar shows average % increase (solid color) or 
decrease (broken color) over latest reported 5-year 
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period. 
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PAYOUT vs: PLOWBACK 


portion 


How liberally is management sharing profits with its 
stockholders? How much of earnings is being retained 
in the business? Solid portion shows dividends, broken 
reinvested earnings. 


Basis: 
5-year period. 


latest reported 
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PROFITS vs. PLOWBACK 


How effectively is management putting plowed-back 
earnings to work to create additional profits? Bars 
show increase in per share earnings from 1948-50 base 
as % of cumulative plowback per share over latest 


reported 5-year period. 
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work, investors are entitled to ask a 
very searching question.. It is this: 
why, if it is unwilling to invest the 
money itself, should the company not 
return it to stockholders? 
Hard Pull 

In his comparatively few idle. mo- 

ments, Worthington Corp.’s_ hard- 


Ramsey deserves, and gets, no small 
amount of praise from Wall: Street. 

When he moved into Worthington’s 
prime executive spot seven years ago, 
Ramsey figured that the trouble was 
simply that Worthington produced too 
much custom-built equipment. He 
decided to switch to more high-mar- 
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gin “shelf items,” as he prefers to call 
his more-or-less mass-produced out- 
put. To shift the balance, Ramsey be- 
gan to expand, bought or built ten 
new plants for $10 million in cash 
or stock in seven years. 

By last year, shelf items accounted 
for a full 50% of bookings, but better 
profits still eluded Worthington. Hav- 
ing fallen from 12.8c on the sales dol- 
lar in 1950 to a low of 8.7c in 1953, 
Ramsey’s profit margins were only 
part way back (to 11.2c) in mid-1956. 
Presumably expansion into shelf items 
is only now beginning to pay off. At 
any rate, Ramsey’s expenditures so 
far have served only to keep Worth- 
ington from losing ground (see Yard- 
sticks). 

Ramsey’s job has been made more 
difficult by the conversion of a 1947 
issue of convertible preferred into 
common at the generous rate of 3.7 to 
1, a problem that Ramsey himself has 
compounded by paying out some 
272,381 shares of stock for new ac- 
quisitions. Between 1953 and 1955, 
conversions increased the number of 
outstanding shares nearly 23%, 
enough to cancel out the normal im- 
provement produced by Worthing- 
ton’s fast-growing sales. Now, how- 
ever, almost all of the preferred has 
been converted. Thus, when all the 
1956 returns are in, Ramsey expects 
to break the $5.86-a-share profit rec- 
ord set in 1947. 

Ups & Downs 

Like Ramsey, Otis Elevator’s Presi- 
dent LeRoy A. Petersen has been 
more plagued by profit problems than 
sales slumps. “We could,” says Peter- 
sen, “probably get most of the busi- 
ness at some price and go broke in 
the process.” His problem has been a 
familiar one to businessmen in recent 
years: there was plenty of business 
to go around, but it was getting in- 
creasingly hard to turn a profit on 
it. In 1950, Otis had made almost 21c 
on the sales dollar before taxes. By 
1953 it was earning just 13.5c on the 
dollar. 

The problem, of course, was that 
costs were rising while increasing 
competition was making it difficult to 
pass the buck to the customers. If 
Otis failed to keep prices down, there 
were plenty of competitors, Westing- 
house Electric among them, ready to 
step in and take business away. Peter- 
sen met the challenge in a sound way. 
He spent both time and money to step 
up the efficiency of his manufacturing 
operations. 

So well did he succeed that by 1955 
Otis had won back its traditional 50% 
of the elevator market. Better yet, his 
margin of profit was back to 18.8c on 
the sales dollar. The 1956 capital 
boom did the rest, and Otis’ sales be- 
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CAPITAL BOOM 


Capital spending, which ge the kind of ~ 
business machinery makers flourish on, has 
risen faster than the Gross 

National Product since 1946... 





1946=100 








-..some machinery makers have gotten 
more than their share of the prosperity, 
others far less. 








gan to rise from the $120 million level 
where they had been stranded since 
1953. At the three-quarter mark, 
Otis’ billings were up 8% (to $99.8 
million), net profits 7% (to $8.7 
million). 

But Petersen had not forgotten the 
dismal dilemma of the early Fifties. 
“We wanted,” he said, “something 
that wasn’t dependent on multi-story 
buildings.” Otis had already acquired 
Temco, a Brooklyn, N. Y. electronics 
firm, and Baker-Raulang, a Cleve- 
land manufacturer of lift trucks. 

Yet Petersen’s main hope for di- 
versification lay even further afield. 
In partnership with Brunswick- 
Balke-Collendar and Murray Corp., 
Otis Elevator began marketing an 
automatic pinspotter for bowling 
alleys. This put Otis in direct com- 
petition with American Machine & 
Foundry’s highly profitable product. 
So far the Otis-Brunswick-Murray 
machine has only 1,000-2,000 installa- 
tions to AMF’s 18,455. But Petersen 
figures the market is wide open. 

Double Boilermaker 

A bowling alley, of course, is a 
capital asset, but not in quite the same 
class as, say, a giant boiler. Such 
companies as Babcock & Wilcox and 
Combustion Engineering, which make 
the giant boilers for power stations 
and the like, have a set of opportuni- 
ties and a set of problems that are 
very much their own. 

Like the railroads, utility companies 
place equipment orders in fits and 
starts. Thus the boilermakers, who 
need 12 to 18 months lead time on 
shipments, really know what feast-or- 
famine means. When orders outrun 
capacity, overtime and subcontracting 
boost operating expenses; when or- 
ders fall off, overhead expenses on 
unused capacity drain off profits. 

In a way, then, the two big boiler- 


makers were not yet enjoying the full 
fruits of the capital boom. They had 
plenty of orders: Combustion Engi- 
neering ended the year with backlogs 
of $370 million, Babcock & Wilcox 
with $400 million. Yet paradoxically 
both companies reported sales that 
averaged only 20% above those of 
1955, a year which actually marked 
the bottom of the current cycle. 

On top of this, the steel strike hit 
the boilermakers where it hurt most: 
right in the source of their most 
essential raw material. For B&W 
President Alfred Iddles, the strike 
proved particularly costly. It closed 
down his profitable tubular division. 

Before the year was even over, 
stockholders of both companies were 
wondering whether the boom really 
existed. At the three-quarter mark 
earnings reports were nothing to cheer 
about. Babcock & Wilcox’s were down 
from $2.11 a share in 1955 to $1.85; 
Combustion’s held steady at $1.30. 

Of the two companies, Babcock & 
Wilcox (see Yardsticks) has easily 
produced the biggest head of steam 
in earning power, and superior re- 
sults on plowback. In part this is 
due to the fact that B&W’s Iddles 
has made more money out of his 
sideline, tubular steel products, than 
CE’s Santry has with his chemical 
recovery equipment, incineration sys- 
tems and other sideline products. 

But basically neither boilermaker 
has come up to the industry average 
either in earning power or in return 
on plowback. Besides this, Babcock 
& Wilcox has been notably penurious 
in its dividend payout—limiting stock- 
holders’ dividends to just over one 
fourth of earnings since 1950. 

The explanation seems to lie partly 
in the boilermakers’ increasingly long- 
term commitments in equipment for 
atomic energy. Atomic developments 
cost money—lots of it. But they prob- 
ably will not pay off for the boiler- 
makers for another five or ten years. 

Since 1950, Santry has made capital 
expenditures on atomic energy total- 
ing over $8.9 million, while Iddles 
estimates B&W is currently spending 
$3 million to $4 million a year on 
nuclear research and development 
alone. Though Santry may well be 
spending no more than Iddles, pro- 
portionally it amounts to far more. 
Thus Iddles’ record on plowback is 
markedly superior. 


Gusher 

Currently safe from the violent ups 
and downs of the boiler business, 
National Supply’s Arthur McKinney 
has been fishing happily in his own 
somewhat private boom. As _ the 
world’s largest manufacturer and dis- 
tributor of oil field equipment (80% 
of sales), McKinney has been quietly 
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cashing in on the seemingly insatiable 
world-wide thirst for oil. More wells 
are being drilled each year and they 
are getting deeper. Thus demand for 
National Supply’s tubular products 
(46% of sales) has skyrocketed. 
But, under the stress of growth, 
McKinney has had more than a little 
difficulty controlling the profit con- 
tent of his sales. In 1955, however, 
after a three year decline, National 
Supply’s profit margins turned up- 
wards slightly to 8.4c on the sales 
dollar. Last year, thanks in part to 
1) price increases; 2) the sale (in 
1955) of its profitless engine division; 
3) increased efficiency resulting from 
a 10-year $46-million capital improve- 
ment program, National Supply’s 
nine-month profit margin shot up to 
11.3c, close to its 1950 record of 12.6c. 


New Torque 

With his profit on the sales dollar 
again on the rise, McKinney has 
turned to lessening National Supply’s 
dependence on the cyclical petroleum 
industry. Having been badly burned 
by his diesel engine venture, Mc- 
Kinney plans in the future to stick 
to things the company has close ex- 
perience with. His current thought 
is to adapt National Supply’s oil 
equipment to general industrial use. 
Thus McKinney last year made his 
bid for a wider market with a com- 
plete line of torque converters. This 
is not a new field. They were first 
introduced three years ago in National 
Supply drilling rigs, and are now 
available for earthmoving, coal min- 
ing, and similar industrial machines. 

On Its Uppers 

But for such companies as National 
Supply, diversification is a luxury; 
the steady growth of its regular lines 
takes diversification out of the neces- 
sity classification. Opportunity has 
been less kind to George R. Brown, 
president of United Shoe Machinery. 

Unchallenged giant in its field, 
United Shoe has traditionally stitched 
up better than 75% of its domestic 
market. But until last year, this has 
meant no bonanza for USM stock- 
holders. Quite the contrary. In 1954, 
for instance, on $83 million sales, 
United Shoe made only $7 million, 
6.7% less than it made in 1945 on 
half the 1954 sales volume. 

At least-part of the trouble is that 
Brown leases most of USM’s machin- 
ery, has been slow to boost rentals in 
line with advancing costs. Meanwhile, 
no matter how prosperous Americans 
are, they have not worn more shoes. 
Thus, with only moderate sales 
growth, USM’s profits since the war 
have been slowly withering away. 

Thirty months ago, however, a 
government antitrust decree gave 
USM a reluctant push along the road 
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EXTRUDING STEEL TUBING (BABCOCK & WILCOX) 
hey were hit where it hurts 


to prosperity. USM was ordered, 
among other things, to offer for sale 
any machine it offered for lease, and 
to boost rental rates 60%. 

Thus the government in one blow 
did for United Shoe Machinery what 
the company had hesitated to do for 
itself. It brought the company higher 
selling prices on a silver platter,* 
promised in addition immense capital 


*And thus enabled USM's pint-sized com- 
petitors to compete more effectively. 





UPS AND DOWNS 


In 1956, the machinery makers’ nine months soles 
(black lines) were up without exception over the 
same period last yeor. But profits (colored lines) 
did not always keep the pace. 
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gains on the sale of its largely de- 
preciated shoemaking equipment. 
Profit & Loss 
The immediate effect was spectac- 
ular. In the first full year of opera- 
tions under the government decree 
(fiscal 1955, ended last February 28), 
USM’s sales soared 26%, its profits a 
sensational 161%. But a large part 
of Brown’s performance was a one- 
shot affair. It came from the sale of 
20,000 machines for $14.2 million. 
Last year, therefore, the inevitable 
decline set in. Though machinery 
sales rose, rentals, with 25% fewer 
machines outstanding, fell sharply. 
Mid-year sales were up 3%, but 
profits slipped 2.6%. Thus, with only 
20% of its machines under the new 
leases, USM revenues are almost cer- 
tain to decline until the old leases 
expire. After that, higher rental rates 
should turn gross upwards again. 
Having branched out into elec- 
tronics and automated machinery 
even before the government decree 
was issued, Brown made a few ten- 
tative moves in new directions last 
year. He began building and testing 
reactor components for GE’s Knolls 
Atomic Laboratory, and a few months 
later paid 36,369 shares of USM stock 
for A. Kimball Co. and K. J. Braun 
Engineering Co., which makes ma- 
chines capable of feeding data from 
Kimball tags into business machines. 
Whatever else it has done, it was 
clear last year that the government 
decree had effectively disrupted 
USM’s traditionally inflexible way of 
life. In a sense, Brown stood last 
year where AMF’s Patterson had a 
decade before when the Pinspotter 
proved a failure. Whether he would 
meet the challenge of the future as 
triumphantly as Patterson had was 
uncertain. But the way was open. 
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NATURAL GAS 


Wealthier than ever, the gas companies are scram- 
bling about for new sources of supply. With easily ac- 
cessible reserves dwindling, the producer has become, 
despite his hardships, the touchstone of the industry. 


It was the year’s biggest deal. At 
secret meetings in Houston during 
November, El Paso Natural Gas’ Paul 
Kayser hammered out a stock ex- 
change agreement with Pacific North- 
west Pipeline’s Ray Fish, arranged to 
take over Fish’s spanking new line. 
Thus in one scoop, Kayser gained ac- 
cess to 1) the lush untapped Wash- 
ington-Oregon market, 2) large gas 
supplies from New Mexico’s San Juan 
Basin and Alberta’s gas-rich Peace 
River district, through Pacific North- 
west’s 25% interest in Westcoast 
Transmission Co. 

When the news got out, one much 
impressed financial reporter congrat- 
ulated an El Paso executive on the 
company’s coup in getting the promis- 
ing Seattle-Portland market. Snapped 
back the gasman: “Market, hell! Just 
take a look at those Canadian gas 
fields.” 

Confusion at the Wellhead 

His answer went a long way to- 
wards characterizing the gasmen’s 
year. The big hunt went on—but it 
was for gas, not customers. In the 
matter of markets, the industry’s 
“Blue Flame” had leaped higher than 
ever, searing away at those post- 
war Cassandras who had claimed that 
natural gas’ “future is behind it.” 
Last year the industry, now the sixth 
largest in the land, boosted its output 
9% to 72 billion therms. Total rev- 
enues rose from under $3.5 billion to 
$4 billion, 60% of it from the de- 
pendable residential market. 

But even better prospects loomed 
ahead. Statisticians for the Ameri- 
can Gas Association predicted that 
by 1960 the U.S.’ gas consumption will 
rise to 91.7 billion therms, revenues 
to $5.2 billion. 

Basically the natural gas business 
is a sort of triple-play proposition— 
from producer to pipeliner to distrib- 
utor. But it was the producer who 
got most of the crowd’s attention and 
applause last year. Right now he and 
his fellows are engaged in a kind of 
modern-day California gold rush. But 
the play mostly turned on what price 
he could command at the wellhead. 
It is a crucial point. For there are at 
least 8,000 gas producers in the U.S., 
ranging in size from the big petroleum 
corporations to small operators who 
gamble their stakes on a single drill- 
ing job. When sinking their bits, they 
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face these odds: 4 to 1 on a dry hole. 

If the producer ever had a carefree 
life, it was for all practical purposes 
ended in mid-1954, when the Supreme 
Court ruled, in the famed Phillips 
Petroleum Case, that a producer sell- 
ing to interstate transmission com- 
panies is himself subject to federal 
regulation. Suddenly the independ- 
ent gas producer was no longer inde- 
pendent; the Federal Power Commis- 
sion was peering over his shoulder 
and setting the rules. He has been 
tossing about in confusion and court 
fights ever since. 

Like other pipeliners, Transconti- 
nental Gas’ Tom P. Walker is de- 
pendent on the producer for gas. 
Observes he glumly: “Until some 
definite guideposts are set out for him, 
the producer’s ability and willingness 
to perform are in doubt. ... A few 
producers are willing to sell undedi- 
cated reserves, but most have taken 
their gas off the market, thus causing 
an artificial shortage of new supplies.” 

The Upward Spiral 

Few gasmen would argue with Tom 
Walker that producer uncertainty is 
pinching the gas supply. But the 
problem can hardly be reduced to 
that entirely. Another hard reality: 
most easily accessible reserves have 
already been snapped up, leaving the 
gasmen to fight it out for deep de- 
posits, offshore pockets and reserves 
in Canada and Mexico. There are to- 
day some 35 major pipeline and dis- 


BOX SCORE 


Here is how FORBES’ editors rate 
the management abilities of twelve 
major natural gas companies (ideal 
score: 100). 
Pipelines: 
Tennessee Gas Transmission ($975.3)* 
El Paso- Natural Gas (870.7) 
Texas Eastern Transmission (598.7). . . 
Panhandle Eastern Pipe Line (345.3) .. 
Transcontinental Gas Pipe Line (343.9) 
Integrated: 
Columbia Gas System (743.9) 
Pacific Lighting (648.8) 
Peoples Gas Light & Coke (634.9).... 
United Gas (634.6) 
American Natural Gas (607.5) 
Consolidated Natural Gas (510.7) .... 
Northern Natural Gas (346.8) 
*in parentheses, total assets in millions as of 
9/30/56. 
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tribution firms, each determined to 
obligate the maximum amount of gas 
to assure its future growth and se- 
curity. It is not hard to see why 
prices are rising. 

The wellhead price of gas repre- 
sents only from 4% (in Birmingham) 
to 10% (in New York) of the con- 
sumer’s bill. But it looms as a lot to 
the transmission companies; gas pur- 
chases at wellhead represent a good 
half of their entire revenues. And 
before the pipeliner can extract the 
6% return on investment allowed him 
by the FPC, he has other large costs 
to pay, including interest on large 
sums of borrowed capital. 

For the distributor, the breakdown 
is very different: from 69% to 85% of 
his total revenues is spent in provid- 
ing local service; his gas bill from the 
pipelines is a much smaller item. But 
it is not one he can ignore. He is reg- 
ulated by state commissions, and if he 
is involved in interstate activity, by 
the FPC. The rates they allow leave 
him little leeway, and the spiraling 
cost of gas is a serious matter. 

Pipeliner’s Dream 

The gas industry’s 12 largest com- 
panies, as reviewed here by Forses, 
are characterized by varying degrees 
of integration. Among the pipeliners, 
for example, Transcontinental Gas is 
purely a transporter, buys all its gas. 
Panhandle Eastern, by contrast, pro- 
duces one fourth of its gas, and has a 
growing stake in petrochemicals. But 
no company is considered truly “in- 
tegrated” unless it has at least some 
retail distribution. The degree varies 
greatly. Columbia Gas, for instance, 
has a_producer-transmitter-distrib- 
utor setup. Pacific Lighting, by con- 
trast is primarily a retailer. North- 
ern Natural Gas is predominantly a 
pipeline operator. 

In the merry chase for sales and 
profits last year, the Big Twelve ran 
far ahead of the industry as a whole. 
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shape. Last year he managed to in- 
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Against a 14% industry-wide increase 
in revenue, the major companies 
scored a 17% gain in the year’s first 
nine months. Their overall net was 
up 29%. 

But it was the pipeliners who 
starred. Their revenues were up 
22%, their earnings a whopping 36%. 
By comparison, the less headily ex- 
pansive integrated companies boosted 
their sales 15%, their net 25%. 

For the moment at least, 1956 was a 
pipeliner’s dream. That was evi- 
denced by their spending, which com- 
prised the bulk of the industry’s $1.6- 
billion outlays for new construction 
last year (up from $1.3 billion in 
1955). This year the sum will ap- 
proach $2 billion. 

With new steel arteries shooting off 
in all directions to serve new markets, 
the Big Five pipeline companies have 
increased their revenues J26% since 
1951, compared with a 69% rise for 
the seven integrated operators. But 
the cost has been high. During the 
latter part of 1956, the pipeline com- 
panies owed about $2.25 in long-term 
debt for every dollar of their annual 
sales. The integrated firms owed only 
$1.25 per sales dollar. Considering 
the leverage involved, it was no won- 
der that the pipeliners reported such 
sparkling hikes in net. 

Who’s Worried? 

Is the industry’s debt ratio rising 

too fast? True enough, the gasmen 


have and are spending lavishly. But 
as one Wall Streeter succinctly put it: 
“The lenders aren’t worried. Why 


should anyone else be?” The fact is 
that the industry’s prospects for 
‘ growth in earnings are exceptionally 
good. Moreover, there is a sort of 
recession-resistant insurance built 
into natural gas economics. During 
the 1930s, for example, gas consump- 
tion dropped only slightly, while man- 
ufacturing activity plummeted. To 
be sure, larger amounts of natural gas 
are used by industry now than were 
then. But the odds obviously made 
natural gas stocks look very attrac- 
tive to investors in last year’s inde- 
cisive stock market. Seven of the 
Big Twelve’s common issues set new 
highs in 1956 and then held well to 
them. The other five gas stocks were 
off only slightly from their 1955 price 
peaks. 

There is, however, a kicker in the 
industry’s increasing load of senior 
obligations. Between 1946 and 1955, 
the combined net profit of the top ten 
gas companies rose 127%, but earn- 
ings per share climbed just 70%, lev- 
erage notwithstanding. It was a case 
of that fine old utility ailment, earn- 
ings dilution. Not only were many of 
the debentures and preferreds con- 
vertible, but the industry sold large 
dollops of common. 
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By way of example, during the first 
nine months of 1956, free-spending 
Tennessee Gas Transmission Co., 
whose capitalization includes no less 
than 11 varieties of preferred, in- 
creased payments on its preferred 
some 37% to $4.5 million. Result: a 
16% increase in total net profit was 
reduced to a 12.5% gain in earnings 
available to the common. 

Throne in Contest 

Dilution or not, Gardiner Symonds 
had the statistics to prove that his bor- 
rowing had been no mean feat of 
management. Already the largest 
natural gas company in total assets, 
Tennessee Gas stands well ahead of 
the industry in growth power (see 
Yardsticks). His ability to borrow 
has enabled him to pay out, on ave- 
rage, 85% of earnings to stockholders, 
a percentage payout topped only by 
Columbia Gas System’s 93.6%. But 
there is more to it than this. With 
such light earnings retained and prof- 
its trending upward, Symonds has 
racked up a phenomenal 137.9% re- 
turn on plowed-back dollars (i.e., for 
every dollar per share retained over 
the past five years, he has boosted per 
share earnings $1.38). 

From his Houston office, Symonds 
has directed the building of a natural 
gas empire comprising 9,200 miles of 
pipeline from the Texas-Louisiana 
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Change from 1955 Net Pro 
Sales Profits per sales 
PIPELINES: dollart 
+32% +16% 12.4¢ 
+25 +52 12.2 
+7 +9 94 
+16 +11 16.0 
+23 +417 12.7 
+22 +36 13.8 


Tennessee Gas 
El Paso N.G. 
Texas Eastern 
Panhandle E. 
Transcontinental 
Average: 
INTEGRATED: 
Columbia Gas 
Pacific Lighting* 
Peoples G.L.&C. 
United Gas +14 
American Gas* +28 
Consolidated Gas +15 
Northern N.G. + 7 +7 12.9 
Average: +15 +25 10.7 


*12 mos. ended Sept. 30; others nine mos. 
tBased on latest 1956 figures available. 


+20 
+10 
+12 


+49 9.2 
+15 9.4 
+16 99 
+12 109 
+2 134 
+17. 14 
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Gulf Coast to major cities of the 
Northeast. Today, however, his 
throne is being contested. El Paso’s 
dynamic Paul Kayser, who transmits 
from Texas’ Permian Basin and the 
San Juan Basin to California, is not 
only about to annex Pacific North- 
west but is also engaged in a $196- 
million expansion program. [If all 
goes well, El Paso’s total assets will 
zoom far above the billion dollar mark 
this year. As of September 30, Ten- 
nessee Gas’ assets amounted to $975 
million. 

Kayser is clearly out to top other 
records set by Symonds, although 
without any animus. Since 1951, his 
sales have grown 180%, the fastest 
pace among the Big Five pipeliners. 
Second in line: Symonds’ Tennessee 
Gas, with a 161% gain. And although 
Symonds sported the best sales in- 
crease—a 32% gain to $196.7 million— 
in the first nine months of 1956, Kay- 
ser took top laurels in boosting prof- 
its. His showing: a 52% leap to $19.8 
million. In fact, everything seemed 
to have worked out well for El Paso 
last year. Kayser could show higher 
rates and a bigger load factor. He 
also had to pay only a 10.5% higher 
gas bill, while Symonds’ was up 20%. 
As a result of all these factors, El 
Paso’s net profit on each sales dollar 
rose from 10c to 12.2c; Tennessee’s 
fell from 14c to 12.4c. 

Life in the Fair Field 

The industry’s champion money- 
maker, however, was neither Kayser 
nor Symonds. Panhandle Eastern’s 
one-man gang, President William G. 
Maguire, topped them both by net- 
ting 16c on every revenue dollar. Ac- 
tually his net margin was down from 
the 16.8c he posted last year and the 
23c or so he raked in during the late 
1940s, but what difference did that 
make? No one could touch his net 
margin. Second-ranking American 
Natural Gas earned just 13.4c. 

Panhandle’s secret was really no 
secret at all. Incorporated in 1929, 
the company got in on the ground 
floor, found gas in Kansas’ Hugoton 
field, built its line to Detroit and other 
Michigan points, and started develop- 
ing its market. Over the years Ma- 
guire has hacked expenses a dozen 
ways. Among them: eliminating the 
end man by producing a great por- 
tion of his own gas. Thus while Pan- 
handle’s growth has been slow and 
its payout below average, it tops all 
others in return on_ stockholders’ 
equity. 

At the moment, Maguire is wres- 
tling with the FPC in some litigation 
of far-reaching importance to the 
whole industry. Twenty-one months 
ago, the FPC, recognizing Panhandle’s 
big involvement in production, gave 
Maguire permission to adopt a “fair 
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EARNING POWER 


How profitably is management putting stockholders’ 
investment to work? Colored bar shows net as % of 
investors’ equity per share, averaged for latest five 

years. Broken bar shows indicated rate for latest 12 


months. 











GROWTH POWER 


How fast is management ‘naking stockholders’ equity 
grow? Bar shows average % increase (solid color) or 
decrease (broken color) over latest reported 5-year 


period. 
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stockholders? How much of earnings is being retained 

in the business? Solid portion shows dividends, broken 

portion reinvested earnings. Basis: latest reported 
S-yeer ported. 
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How effectively is management putting plowed-back 


earnings to work to create additional profits? Bars 
PROFITS VS. PLOWBACK show increase in per share earnings from 1948-50 base 
as % of cumulative plowback per share over latest 

reported 5-year period. 
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field” price on gas sales to utilities. 
This new system, which allowed high- 
er rates to compensate for exploration 
risks, knocked the older “original 
price of production” schedule into a 
cocked hat. It looked like a big break 
all around. 

Quite predictably, Detroit utilities 
responded with an enraged cry, and 
to good effect: they persuaded the 
U.S. Court of Appeals to throw the 
case back into the FPC’s lap. It is still 
there. Maguire, meanwhile, is con- 
tinuing to operate under the fair field 
system, is pushing his exploration and 
turning up not only more gas but 
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plenty of crude. He will, however, 
have to repay to the utilities (with 
6% interest) those revenues which 
the FPC judges excessive. Complains 
Maguire: “Our present earnings from 
jurisdictional sales are below the level 
of a fair return.” 
Runners-up 

Any competitors of hustling Gar- 
diner Symonds might expect to have 
a tough time of it. But Transconti- 
nental’s Tom Walker and Texas Eas- 
tern’s Orville S. Carpenter are tough, 
and they are fighting back hard 
on the Gulf Coast-Northeast run. For 
the moment, Walker is in the better 
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shape. Last year he managed to in- 
crease his net a shade faster than 
Symonds did his. Moreover, his earn- 
ing power on equity had risen from 
13.2% to 17.6%, the industry’s sec- 
ond best figure. Walker’s 52.2% aver- 
age dividend payout, however, is the 
second lowest among the Top Twelve. 

The situation was reversed a. Texas 
Eastern. Carpenter, who moved into 
the executive suite last October, had 
inherited some pretty unexciting sta- 
tistics from outgoing President George 
T. Naff. Only Texas Eastern’s 70.1% 
payout of earnings offers much en- 
couragement to stockholders. In the 
first three quarters, Texas Eastern’s 
sales were up 7% to $128.9 million, 
net up 9% to $12.4 million. But these 
increases were far below average. 
Moreover, the company’s earning 
power on invested equity is the weak- 
est among the Top Five pipelines, and 
its net profit margins are among the 
industry’s lowest. 

Nevertheless, Carpenter did have 
something exciting to report last year. 
Several days after taking office, he 
had got the news that the FPC had 
approved a proposed new line from 
Beaumont (Tex.) to Mexico, and fu- 
ture purchases of gas from govern- 
ment-owned Petroleos Mexicanos 
(Pemex). Having beaten out sev- 
eral rivals in making the deal, Texas 
Eastern was about to get its reward. 
For not only is Pemex a good pro- 
vider, but it is also a rather cheap 
seller. In the pact, Carpenter won an 
escalated 20-year contract starting at 
18.2c. It is not uncommon for field 
prices to run as high as 23c these 
days. Thus, Carpenter’s deal may en- 
able him to cook up some real com- 
petition for Symonds and Walker. 

Profits in Holding 

On the other side of the gas busi- 
ness among the integrated companies, 
where profit margins are thinner and 
empires not built in a day, two of the 
top three holding companies were 
making income history. Ralph Mc- 
Elvenny’s American Natural Gas, 
which serves Detroit and Milwaukee, 
hiked revenues 28% to $154 million 
and net profit 26% to $20.7 million 
during the 12 months ended in Sep- 
tember. 

The other stellar performer was the 
Columbia Gas System, overseen by 
President George S. Young, which 
regularly gets the industry’s highest 
sales in its operations over Ohio, New 
York, Kentucky and Maryland. In 
the year’s first nine months, Young 
boosted revenues 20% (to $235 mil- 
lion), net 49% (to $23.4 million). 
Helping McElvenny and Young were 
rate increases; but Young’s profit 
included a sizable $4.2 million in con- 
tingent earnings (from tentative rates 
not yet finally approved). 
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American’s sales growth, just 30% 
since 1951, had run well below that of 
every other top integrated company. 
But it may not remain so long. Mc- 
Elvenny, over the protestations of 
Panhandle’s Maguire, won FPC per- 
mission to build a 1,200-mile pipeline 
from Louisiana to Detroit. The new 
line, operated by the company’s 
American Louisiana Gas subsidiary, 
was completed in August. Although 
operations began too late to contrib- 
ute much to his 1956 report, McEl- 
venny has picked up a flock of new 
space heating customers in anticipa- 
tion of increased gas delivery. 

Thus American’s earning power has 
hopped up to a league-leading 12.8% 
from its 9.7% longer-term average, 
and McElvenny’s net margin, only a 
mediocre 10.4% last year, now is the 
best among the integrated compa- 
nies—13.4%. The only real difficulty 
McElvenny faced was his big debt 
load, which hitherto has tended to 
dampen growth in earnings on his 
common. American’s debt, amount- 
ing to $2.34 per dollar of 1955 sales, 
was actually above the average of the 
simon-pure pipelines. But Ameri- 
can’s debt load may now actually 
leverage the common favorably. 

Columbia Gas was also serving 
more customers, primarily in residen- 
tial areas, but unlike McElvenny, 
Young was in no mood for expansion. 
Growth of Columbia _ stockholders’ 
equity has been extremely low. Ex- 
plains one Columbia_ executive: 
“We're having to expand because 
state commissions say so. But we 
don’t want to. We simply have no 
choice.” 

What Young actually wants is a 
chance to take a breather and con- 
solidate his operations. He has long 
been hard at work to simplify his or- 
ganization. By realigning his sub- 
sidiaries, and cutting their number 
from 16 to nine, Young hopes to re- 
duce overlapping rate regulation. 
This would enable him to get quicker 
rate settlements and probably higher 
margins. In the meantime, Columbia 
consoles its stockholders with the in- 
dustry’s highest payout—93.6%. Its 
dividend is not only high but also se- 
cure: even during 1952 and 1953, 
when combined earnings totaled just 
$1.46 per share, financially strong Co- 
lumbia was able to hold the line, pay 
$1.80 in dividends. 

Stunted Growth 

Ranked fourth in assets, Shreve- 
port, Louisiana’s United Gas Corp. 
runs far ahead of the other inte- 
grateds in its ability to make equity 
fructify. President Norris Cochran 
McGowen has also led the pack in 
average return on equity. Since 1953, 
however, McGowen’s expenses have 
been mounting swiftly. During last 
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year’s first three quarters, for exam- 
ple, United’s bill for gas rose 30%, 
accounting for 46% of McGowen’s 
cost vs. 41% in 1955. This trend stunted 
United’s ability to boost profits, 
pinched its net margin to an unim- 
pressive 10.9c, and meant that plowed- 
back earnings did little to enhance 
the common. 

The answer, as far as Norris Mc- 
Gowen is concerned, is simple in 
theory, difficult in practice: get rate 
increases. To this end, McGowen has 
retail negotiations underway in sev- 
eral cities of his Texas-Louisiana 
sales area. (He has already been al- 
lowed rises of $16.6 million in whole- 
sale rates, but they are subject to 
further review.) 

San Francisco’s big Pacific Light- 
ing Corp., the nation’s largest natural 
gas distributor, made only an aver- 
age showing in its September re- 
port (12 months) and on Forses’ 
Yardsticks. Nevertheless, the man- 
agement headed by Robert Watt Mil- 
ler is generally regarded on Wall 
Street as one of the industry’s strong- 
est. 

In many respects, Pacific Lighting 
is not probably comparable in kind to 
the other companies cited here, ac- 
tually bears more resemblance to a 
local utility. It engages in no pro- 
duction, but buys 66% of its gas 
from El Paso Natural Gas and the rest 
from California field producers. Pa- 
cific Lighting does have 2,300 miles of 
transmission pipeline (operated by 
three subsidiaries) extending from 
Los Angeles to California wells and 
points on the Arizona and Mexican 
borders. But it is still an intrastate 


company, regulated entirely by the 
California Public Utilities Commis- 
sion. 

Growth of Pacific Lighting’s equity 
is high, placing third among the in- 
tegrateds. But that should be no 
surprise; Miller faces a much better 
growth situation than his counter- 
parts. The population of the Los An- 
geles area is skyrocketing and indus- 
try is following suit. To capitalize on 
this potential, Miller is building a new 
$39-million pipeline from Los Angeles 
for a second border rendezvous with 
El Paso. He is also looking for new 
gas supplies in Mexico and Canada 
and might yet become an interstate 
transmitter himself. 

Allies of the North 

As a growth prospect, Northern 
Natural Gas has lately been a Wall 
Street favorite, and Northern’s aver- 
age earning power stands high by 
Forses’ Yardsticks. President John 
F. Merriam gets his gas from the 
Hugoton and Panhandle fields (about 
92% is purchased), and delivers it to 
the Minneapolis-St. Paul area with 
other stops along the way. Through 
swift expansion of his transmission 
facilities, Merriam has raised his sales 
137% since 1951, faster than any other 
integrated firm. 

Because his lines are short, Mer- 
riam has succeeded in keeping his 
operating ratio low and his net profit 
margin high (12.9c during most of 
1955). Last year, however, Merriam’s 
expansion slowed considerably, and 
his increase in sales and profits (both 
up just 7%) was the lowest of the 
Big Twelve. The trouble was that the 
population Northern serves (totaling 
just 2.7 million) is comparatively 
sparse and recently less prosperous 
than it was. Merriam badly needs 
new markets to increase Northern’s 
growth. 

In this he got some help from the 
FPC in November, which approved 
extension of the company’s network 
from Sioux Falls to Aberdeen, S. D. 
Still eluding Merriam, however, were 
the real prizes he sought: permission 
to construct two lines, one to Duluth 
and Superior, the other to Canada 
near the North Dakota-Minnesota 
border (where he would buy gas 
from Alberta). Unfortunately, Ten- 
nessee Gas’ Gardiner Symonds had 
the same plans for his Midwestern 
Gas Transmission subsidiary, which 
filed an application to construct a 
$103-million, 2,100-mile system to 
those points from the parent com- 
pany’s main line in Tennessee. Sy- 
monds’ objective: to tie in with the 
Trans-Canada Pipe Line, now abuild- 
ing, in which Tennessee Gas has a 
17% interest. 

Fearing for their markets, a dozen 
or more distributors and transmitters 
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immediately joined Northern’s Mer- 
riam in a fight to quash Symonds’ 
plans. Among Merriam.’s bigger al- 
lies: Peoples Gas Light & Coke, di- 
rected by Chairman James Franklin 
Oates Jr., which serves the Chicago 
area. Oates’ opposition was under- 
standable: Midwestern’s proposed line 
would pass just 50 miles west of Chi- 
cago. “Tennessee Gas,” proclaimed 
Peoples, “has said it is interested in 
supplying only U.S. Steel in our area; 
but once that pipeline is there, any- 
thing could happen.” 
Suffering Stockholders 

Oates has a market well worth pro- 
tecting. Although his company is one 
of the industry’s oldest (it was in- 
corporated in 1855) and its expansion 
has been relatively slow, Oates has 
increased his sales 103% since 1951. 
Last year, Peoples posted a respect- 
able 16% rise in profit, which pulled 
up its lagging margins by a shade. 
Now Oates is planning to beef up his 
gas supply (and, he hopes, his profit 
margin) by expanding the capacity of 
his Natural Gas Pipeline and extend- 
ing its gathering facilities in Texas 
and Oklahoma. 

This offers some hope to Peoples’ 
stockholders, who, as the Yardsticks 
reveal, have not shared greatly in the 
company’s growth. Oates’ payout, on 
average, is the second lowest among 
the integrateds, and his return on 
plowback brings up the rear among 
the Big Twelve. 

The most unencouraged group of 
stockholders, however, cre not those 
of Peoples Gas, but those of James 
Comerford’s - Consolidated Natural 
Gas, a big retailer in the Pennsylvan- 
ia-Ohio area. It buys 85% of its gas, 
mostly from Tennessee Gas and Tex- 
as Eastern. 

In a fast-moving industry, Consoli- 
dated has been a paragon of conser- 
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vatism. Over the years the firm has 
kept its debt load very light, its divi- 
dend payout the lowest of the Big 
Twelve. Consolidated has had but a 
51% sales increase since 1951. Its 
earning power on equity is the poor- 
est in the gas group cited here, and 
its return on plowback exceeded only 
Peoples Gas’. A holding company 
like Columbia and American, Con- 
solidated hardly matches them in 
average performance. 

Last year, however, Comerford took 
a big step forward, added a host of 
new customers as did Young and 
McElvenny. Consolidated’s subsidi- 
aries promptly shot forward, bringing 
Comerford 15% more revenue and 
17% more profit. Both increases 
ranked third among the integrateds. 

Declining Dividends? 

Average performance over a period 
of years, as registered on the Yard- 
sticks, indicate certain inbred pro- 
clivities of management. But, as in 
the case of Consolidated, corporate 
philosophies are subject to change. 
So it was last year with regard to 
dividends. Eight of the 12 compa- 
nies raised their quarterly payouts. Of 
these, only Tennessee Gas, Transcon- 
tinental and Northern increased their 
dividends faster than their net had 
grown (Tennessee and Transconti- 
nental actually upped their payouts 
twice as fast). Peoples Gas kept its 
dividend in line with profit. 

The others—American, El Paso, 
Columbia and Consolidated—brought 
up dividends at a slower pace. For 
Columbia, which already had the 
highest average payout in the busi- 
ness, this mattered little. But for 
Consolidated, whose dividend is the 
lowest, the increase was nothing more 
than token. 

Two stock splits were proposed. 
Panhandle Eastern got approval for 
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a 2-for-1 division. Peoples Gas was 
planning a big 4-for-1 split. 
The Competitive Necessities 

As gasmen prepared for 1957’s 
opening quarter, traditionally their 
best period, they faced a slightly dif- 
ferent marketing situation than they 
did last year. This winter, measured 
in “degree days,” is likely to be short- 
er than the previous one. If so, it 
will cut revenues per customer. Off- 
setting this is the fact that expansion 
of transmission and service networks 
has added numerically to gas com- 
panies’ customer load. 

There are also some other trends 
which seem to strengthen the off- 
season outlook: 1) growing industrial 
conversion to gas, and 2) develop- 
ment of new underground storage 
basins near distributing areas. And 
for future years there is the intrigu- 
ing possibility that natural gas may 
work its way into air conditioning. 
Some industry leaders think that this 
is not only a possibility but a neces- 
sity. Predicts retiring American Gas 
Association President Dean H. Mitch- 
ell: “The fuel that captures all home 
air conditioning, will also capture the 
heating load.” 

The competitive position of natural 
gas at the moment can probably be 
no better illustrated than by the fact 
that some utilities buy gas as fuel to 
make electricity. But gas, which was 
once flared off as valueless, is fast be- 
coming an expensive commodity. The 
day is certainly not far off when it 
will have lost much of its appeal as a 
bargain basement fuel. 

For this reason, natural gas men 
last year began studying other energy 
sources—from synthetic gases to nu- 
clear processes—as they have never 
done before. This too, as AGA Chief 
Mitchell might affirm, was less in the 
realm of possibility than of necessity. 
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Still MORE COPPER is coming 


as free world capacity expands! 





“Can we depend on Copper’s availability?” 


This question concerns many a Company whose 
future depends on quality of materials used today. 


The Copper Industry gives this assurance: 


“Already, enough Copper has been made 
available to meet any normal requirement. 
And more is scheduled to come. Increased 
capacity ... careful planning throughout the 
Industry . . . these factors will help to meet 
the expected increase in demand for Copper.” 


When your Company executives are meeting on 
the subject of Copper, suggest that they consider all 
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*Estimated increased capacities based on 
new mine facilities reported to CABRA. 


of Copper’s contributions to product-quality. 


Remind them that no substitute offers Copper’s 
combination of advantages. Some of them: 


Copper conducts electricity best . . . lends itself 
to miniaturization . . . won’t rust and resists cor- 
rosion . . . is an excellent heat transfer agent .. . 
forms and joins easily. 


And lives .. . and lasts . 
satisfies for more years! 


So, before your Company meeting adjourns, move 
that this policy be adopted: “Progress is important 
to us...and Copper is important to our Progress!” 


.. and serves ...and 


COPPER & BRASS 


RESEARCH ASSOCIATION 
420 Lexington Avenue, New York 17 


COPPER OR ITS ALLOYS PROVIDE THESE ADVANTAGES: Best conductor of electricity commercially available * Does not rust... high corrosion resistance * Best 
heat transfer agent of all commercial metals * Easy to machine, form, draw, stamp, polish, plate, etc. * Welds readily ... excellent for soldering and brazing 
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UNIVAC.and the 1956 Election 


Pardon us for pointing, but just in case anyone missed seeing UNIVAC in action on 
Election Night, predicting the winners in its third national appearance on CBS Tele- 
vision here is a capsule, unvarnished summary of some swift and uncanny political 
forecasting — uncanny, that is, except to those who know or use UNIVAC. 


UNIVAC 
Prediction 





PRESIDENCY 


(Electoral Vote) 7:15 pm 293,407 Stevenson 87 Stevenson 74 





HOUSE 


10:24 pm 


1,440,124 


Democrats 227 


Democrats 234 





SENATE 


10:59 pm 


2,829,626 


Republicans 48 


Republicans 47 





POPULAR VOTE 


(Presidential) 


9:15 pm 


2,607,989 


60,660,000 


60,556,763* 





SHARE OF VOTE 


(Presidential) 


9:37 pm 


3,773,345 


IKE 56.5% 
ADLAI 43.4% 


IKE 57.6% 
ADLAI 42.3% 





EISENHOWER 
PLURALITY 





12:03 am 





15,773,964 


9,269,000 








9,312,037 * 


*& 99% COMPLETE 


In 1956, just as in 1954 and in 1952, UNIVAC once 
again added a unique ingredient to CBS’s un- 
matched speed in news gathering and news report- 
ing to the world. Look back at the chart... notice 
the time of the predictions—notice the fantastically 
low number of votes on which the predictions were 
based... and ask, “How is it possible?” 


TWO REASONS: Superlative equipment. The 
UNIVAC system has no equal anywhere, for no other 
computer has the self-checking features which not 
only prevent machine errors, but which also detect 
and signal human errors. UNIVAC stands alone in 
accuracy and dependability. 


Superlative programming. No computer can 
be better than the humans who direct it. Behind 
every one of the scores of UNIVAC installations, in 
industry, commerce and government, there stands 

— not only 10 years of experience in electronic 

computing...a long head start over all others; 


— not only 6 years of experience in electronic 

data-processing ... again a commanding lead; 

— but also more than 80 years of systems know- 

how... 80 years of building unrivalled short- 
cut ways to control the records of business... 
80 years of knowledge which are brought to 
bear on behalf of every customer who installs 
a UNIVAC system. 

Only Remington Rand can offer and provide 
such breadth and depth of experience — as every 
UNIVAC owner will testify. 

If you have large masses of business facts to 

handle; 

If you want ready access to these facts; 

If you want better coordination of your records 

for control or for communication... 
then, big business or small, you need the speed, the 
economy, the reliable self-checking accuracy of 
UNIVAC. For the complete UNIVAC story, write to 
Room 1195, 315 Fourth Avenue, New York 10. 


Memington. Fland Univac. 
DIVISION OF SPERRY RAND CORPORATION 
Makers of: UNIVAC I + UNIVAC II + UNIVAC Scientific * UNIVAC File-Computer » UNIVAC 120 + UNIVAC 60 + UNIVAC High-Speed Printer 
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OFFICE EQUIPMENT 


For all its elaborate electronic dreams, the U.S. office 

equipment industry’s bread and butter last year came 

from its familiar accounting machines, typewriters, 
punch cards and cash registers. 


“. .. the machine plays no favorites 
between manual labor and white col- 
lar labor. Thus the possible fields into 
which the new industrial revolution is 
likely to penetrate are very exten- 
sive.”—NorBERT WIENER. 


Txus wrote in 1950 the justly fa- 
mous MIT mathematician whom the 
world regards as the intellectual 
prophet of automation. Professor 
Wiener’s meaning was clear: the 
office, shop and counting house, no 
less than the factory, eventually will 
be taken over by the machine. The 
office machinery industry was not 
slow in catching the cue. It is now 
history how, in 1950, Remington 
Rand, Inc. (now a division of Sperry 
Rand Corp.) took over the Univac 
electronic computer and thereby pre- 
cipitated an industry-wide stampede 
to stake out the hoped-for profits of 
the robot “brains.” 

Stampede is perhaps a mild word. 
Last year, to judge by the press re- 
leases, pronouncements by top brass 
and Wall Street market letters, the 
electronic computer must have been 
the main product of the multibillion- 
dollar U.S. office equipment industry. 
Needless to say, it was not. Computer 
sales and rentals for the entire in- 
dustry totalled $125 million, perhaps 
6% of sales. Royal McBee, Under- 
wood, Remington Rand, IBM and 
their minor competitors continued to 
grind out typewriters by the million. 
National Cash’s 500 kinds of cash 
registers still counted for a bread- 
and-butter 37% of its business. Bur- 
roughs had come a long way in ten 
years, but still counted on the ordi- 
nary adding and accounting machines 
for the bulk of its sales. 

Pride of Place 

Actually 1956 was a year in which 
the office equipment people had no 
reason to be ashamed of their run-of- 
the-mill typewriters, cash registers, 
accounting machines and punch card 
equipment. With the exception of IBM 
and possibly Sperry Rand, every one 
of the companies was losing money 
on its electronic computer projects. 
Yet this had not stopped 1956 from 
being a banner year. In the first nine 
months, the six companies reviewed 
here raised their profits an average 
of 18%, as against a mere increase of 
1% for all large U.S. manufacturing 
corporations. 

National Cash Register raised its 
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sales 13% to $237 million and its 
profits 27% to $1.80 per share in the 
nine months. IBM’s profits were up 
25% to $9.38 a share. Royal McBee, 
largely on the strength of the pro- 
saic typewriter, raised its sales from 
$84.7 million to $95.9 million in its 
latest fiscal year. 

But for all this fattening of the 
balance sheets, many manufacturers 
were talking as though profits did not 
much interest them. It was their 
electronic computers to which they 
gave pride of place. 

All year Wall Street and Madison 
Avenue echoed with breathless an- 
nouncements. IBM’s President Tom 
Watson Jr., flew a planeload of re- 
porters to Endicott, N.Y., to see his 
new RAMAC (Random Access Mem- 
ory) robot filing system. “This,” pro- 
nounced he, “is the greatest new 
product day in our history.” 

Burroughs meanwhile had paid $19 
million worth of its own stock to buy 
ElectroData’s line of computers. The 
fact that ElectroData was deeply in 
the red did not faze President John 
Coleman at all. Explained Bur- 
roughs’ Financial Vice President 
Kenneth C. Tiffany: “An able and ex- 
perienced management team has giv- 
en ElectroData a strong position. . . 
in a comparatively short time.” 

The rush was not limited to the 
major companies. Underwood Corp. 
was leading off an ambitious come- 
back bid with its line of smaller and 
medium-sized Elecom computers. 
Royal McBee was selling a $40,000 
job in partnership with General Pre- 
cision Equipment. 

Many a company from outside the 
office equipment industry was get- 
ting in the act, too—seemingly ignor- 





————BOX SCORE 


Here is how FORBES’ editors rate 
the management abilities of six top 
office equipment companies (ideal 
score: 100). 


International Business 
Machines Corp. (629.5)* 
National Cash Register Co. (218.0)+... 
Burroughs Corp. (185.1)* 
Royal McBee (63.1)** 
Addressograph-Multigraph (60.1)**... 
Underwood (55.6)* tt 
Total assets in millions shown in parentheses. 
*12/31/55 +9/30/56 **7/31/56 


tTNot rated because of insufficient evidence 
for evaluating new management. 











ing the fact that business machines 
require a specialized crew of tech- 
nically trained salesmen and mechan- 
ics. General Electric sold 30 of its 
ERMA computers to the Bank of 
America, at year’s end was setting up 
a separate computer division at 
Phoenix, Arizona. RCA had delivered 
two of its Bizmacs, had another on 
order. Through their jointly owned 
Datamatic Corp., Minneapolis-Honey- 
well and Raytheon announced the 
sale of three million-dollar computers. 
No More White Collars? 

The reasons for the rush were not 
very mysterious. Professor Wiener 
had tolled the passing of the office 
water cooler and the coffee break 
in philosophical terms. Cambridge, 
Mass.’s Arthur D. Little, Inc., spelled 
it out in dollars and cents. The re- 
search outfit figured that there are 
some 3,000 U.S. companies as poten- 
tial customers for some $2.5 billion 
worth of electronic computers. Add to 
that obsolescence plus the service and 
replacement parts business, and you 
have quite a market. 

On top of this sits the defense mar- 
ket. Radar warning nets, guided mis- 
siles and jet bombers require light- 
ning-fast figuring. Man, for all his 
adaptability, cannot calculate fast 
enough. A mere medium-sized com- 
puter, with its talent for adding up 
78,000 sums in one minute,* can. 

There was yet another reason that 
such hard headed executives as 
Allyn, Coleman and Underwood's new 
President Fred M. Farwell dream 
such extravagant dreams for their 
computer lines. In the past, IBM has 
had the market for mechanical punch 
card record-keeping equipment pretty 
tightly sewed up. By comparison, 
the situation in electronic computers, 
which offer an infinite variety of dif- 

*Computers can do a great deal more than 
compute. IBM’s RAMAC and Sperry Rand’s 
File Computer, for example, provide instan- 


taneous processing of all affected accounts as 
transactions are fed into them. 
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ferent input, processing and output 
combinations, is relatively wide open. 

One reason is the antitrust decree 
of last August. By its terms IBM 
agreed to license much of its know- 
how to competitors. IBM agreed to 
sell, as well as lease, its equipment. 
(It began doing so last month.) 

Most important of all, IBM was so 
loaded with orders for nearly 1,400 
computers that customers seeking fast 
delivery were beginning to shop else- 
where. The same was true of Rem- 
ington Rand, which at year’s end 
was not promising delivery on new 
Univac II’s until mid-1958. To Cole- 
man, Farwell and the others, the 
meaning was clear: they had time, but 
limited time, to stake their own 
claims. 

Pinched Payout 

All this opportunity, seen and 
grasped, makes intriguing reading be- 
tween the glossy pages of annual re- 
ports. But in the last analysis, profits 
are not really secure until they are 
tucked into dividend envelopes or 
deposited in the bank. Little of 1956’s 
higher earnings found its way to 
either goal. 

Much of it, in fact, never got 
through to the profit column at all; it 
was plowed back into research. And 
much of what did get through was 
needed badly elsewhere. With a free- 
handed nonchalance that would have 
given sleepless nights to executives 
of a more cautious era, the entire in- 


dustry poured money into the new 


plants, inventory and_ receivables 
needed to handle a growing volume 
of business. 
Addressograph-Multigraph added 
44% to the capacity of its big home 
plant at Cleveland. Burroughs, after 
having nearly trebled its plant ac- 
count in ten years, was off on a fresh 
$73-million wave of plant expansion. 
Just the mere fact of doing more 
business was expensive. National 
Cash’s inventories stood at $60 mil- 
lion on Sept. 30, an $8-million in- 
crease in one year. Partly as a 
result, Stanley Allyn found that his 
cash had dropped from $26 million 
to $14 million. Toward year’s end, he 
had to sell $28 million in convertible 
debentures to replenish it. Bur- 
roughs, which as recently as 1950 had 
no debt at all, floated $30 million 
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worth of convertible debentures. 

To help pay for its expensive 
prosperity, the office machinery com- 
panies were becoming more tight- 
fisted than usual with stockholders. 
Royal McBee trimmed its dividend 
payout to barely 40%, against a five- 
year average of 61%. National Cash 
paid out less than 40%. 

This combination of high hopes and 
low payout created a curious situa- 
tion. For all their fat earnings, the 
office equipment stocks were among 
the lowest yielding shares on the 
New York Stock Exchange. At year’s 
end, National Cash yielded just over 
2% on its current $1.10 cash dividend. 
Burroughs yielded 2.7%. As for IBM, 
on a market price of 485 it returned 
less than 1% on a cash basis. 

His Father’s Shoes 

As recently as 1953, both National 
Cash and Burroughs ranked much 
lower in investor esteem than they 
now do, returned as high as 6% on 
their going dividend rates. IBM, how- 
ever, has not yielded more than a 
token 2% since 1949. Growth-minded 
investors obviously have been con- 
sistently willing to pay a steep pre- 
mium for IBM management. 

Nothing that happened in 1956 gave 
them any reason to scale down their 
high opinion. Even before he died in 
June, Chairman Thomas J. Watson 
had been gradually handing the reins 
of the company to his son, President 
Tom Jr. So far as 1956 showed, Tom 
Jr. was filling his father’s shoes very 
ably indeed. 

Late in 1955, IBM’s world-famous 
sales team finally closed the gap be- 
tween Sperry Rand’s mammoth-sized 
Univacs and their own 704s and 705s. 
IBM’s lead in all sizes of digital com- 
puters was indisputable. According 
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to Manhattan’s John Diebold Asso- 
ciates, IBM has made or has on 
order 5,000 installations to Univac’s 
430, Burroughs’ 170, and National 
Cash’s 30.7 

Thus, it was clearer than ever that 
there are few, if any, industries where 
a management looms so formidable by 
comparison with its competitors as 
does IBM in office equipment. Since 
Korea, only Burroughs has grown 
faster in sales than IBM. (see table). 
But John Coleman has achieved much 
of his growth through mergers with 
such companies as_ ElectroData, 
Rochester, N.Y.’s bank supply-making 
Todd Co. and Cincinnati’s Charles 
R. Hadley Co. Burroughs’ mergers 
have usually been stock swap deals. 
For this reason they have tended to 
dilute earnings. IBM’s growth, de- 
veloped internally, has not. Whereas 
IBM’s profits per common share have 
risen 68% in the past five years, 
National Cash’s have gone up just 
25%, Burroughs’ but 37%. Throw in 
the IBM World Trade Corp., run by 
younger brother Arthur Watson, and 
the comparison is even more favor- 
able to IBM. With World Trade’s un- 
remitted profits added to domestic 
earnings, the five-year profit gain be- 
comes greater. No matter what 
statistical button you push, IBM’s 
card comes up first. Earning power? 
IBM’s 1556 return of 22.7% on stock- 
holders’ equity easily outclasses the 
field. Plowback? IBM’s 19% return 
on the profits plowed back into the 
business led the industry. 

Will Tom Watson Jr. be able to 
keep up the amazing pace his father 
set? Certainly he faces in the new 
Sperry Rand combination a_ tough, 
diversified rival. But if this year’s 
computer sales are any indication, 
IBM will easily stay on top. 

World Trader 


However, as 1956 demonstrated, 
Tom Watson can expect quite a 
run for his money. “We are,” Na- 
tional Cash’s Stanley C. Allyn grimly 
reminded a company sales meeting 
some time ago, “in a race, and we in- 
tend to win it.” In the race for sales 
(see chart) National Cash was not 


+All computer statistics cited here, unless 
otherwise specified, are from Diebold Asso- 
ciates, nationally known consultants on 
automation. 
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keeping up with Burroughs and 
IBM. 

As recently as 1947, IBM and Na- 
tional Cash were neck-and-neck in 
sales. Last year Watson outsold 
Allyn better than two-for-one. In one 
respect, though, Allyn was setting a 
lively pace for his business machine 
competitors. In the latest full year, 
National reported that its subsidiaries 
abroad had sold $113 million worth of 
cash registers, accounting machines 
and other equipment. National Cash’s 
foreign sales were nearly as great 
as IBM’s and they were double those 
of Burroughs’ overseas operations. It 
was good, moneymaking business too. 
Stanley Allyn’s carefully nurtured 
overseas divisions accounted for a 
solid 45% of his $18.2 million con- 
solidated profits in 1955. 

For this profitable emphasis on ex- 
pansion abroad, Wall Street gives 
Stanley Allyn no small amount of 
credit. He has pursued it with single- 
minded determination. Since the war 
his foreign sales have grown almost 
twice as fast as his domestic sales. 
Of course, he has not been able to 
remit all of the profits to his Dayton 
home office. But this, too, Allyn has 
turned to good account. He has 
plowed the blocked foreign profits 
back into National Cash’s foreign 
properties. Toward the end of 1955, 
the company’s foreign properties had 
a book value of $53 million; almost 
half of this represented profits plowed 
back since the war. 

In other respects, too, Allyn’s man- 
agement rates high. So ably has he 
built up the accounting machine end 
of his business that last year it was 
almost as important to his product 
mix (35% of sales) as his cash regis- 
ters (37% of sales). 

But for all of this healthy lift to its 
sales curve, there were signs last year 
that National Cash’s growth may be 
slowing down. By Forses’ Yardsticks, 
Allyn was earning slightly less than 
10% on the money he has plowed 
back into the business. Thus his 
newer dollars were earning a far 
smaller return than the 16.5% his 
older dollars were ringing up. 

Why has National Cash been grow- 
ing more slowly than IBM and Bur- 
roughs? Why are its plowed-back 
dollars earning less than its older 
ones? In part, of course, research and 
development costs have cut down re- 
ported earnings. But some on Wall 
Street feel that Allyn may have pe- 
nalized National Cash by concentrat- 
ing largely on cash registers and 
accounting machines and failing to 
diversify into a broader product line. 
Thus he has been open to competition 
from such companies as Burroughs, 
which has aggressively promoted its 
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Sensimatic accounting machines. Na- 
tional Cash has sputtered and stalled 
in the computer field, is only now 
getting underway. 
The Big Buildup 

In this respect, Burroughs’ John 
Coleman deserves (and gets from 
Wall Street) a great deal of credit. 
Coleman’s line of Sensimatic account- 
ing machines did not even exist until 
1949. But by moving boldly into the 
new field, Coleman has built account- 
ing machine sales to a point where 
they account for a full third of Bur- 
roughs’ total gross. Through mergers 
and partnerships with other manu- 
facturers, Coleman has also put Bur- 
roughs into such varied fields as 
micro-filming, bank supplies and 
electronics. 

It is, in fact, in electronics where 
Burroughs under John Coleman has 


——COMPUTER CONTEST—— 


In orders for all classes of com- 
puters surveyed, as these figures 
show, IBM has a big lead. 


Units as of Sept. 1, 1956 
Company & Model Delivered On Order* 


1BM-large 705s, 704s 4 191 
medium 650s 403 930 
small 600s & C.P.C. 3197 246 

Sperry Rand-large Univacs 48 
small Univacs 266 

Burroughs-medium Datatron 40 
small E-101 54 

Underwood-medium Elecom 1 
small Elecom 0 

National Cash-small 102 series 25 

Royal Precision-small LGP-30 0 


*Some companies include only firm deliveries; 
others include letters of intent. Figures for 
Sperry Rand are estimated; all others are 
furnished by aa vdable does not in- 
clude models no longer available. 

Source: John Diebold & "hesociates. 











made some of its biggest gains. Partly 
as a result of its growing electronics 
knowhow Burroughs rates high as 
military supplier. Coleman sold close 
to $40 million worth of goods to the 
Pentagon in 1956’s first three quarters. 
Along with IBM, Burroughs was deep 
in work on the giant SAGE radar 
warning network. National Cash, al- 
though it expects to step up Pentagon 
deliveries to $30 million in 1957 de- 
livered a mere $5 million in 1956's 
nine months. 

Pressing hard his electronic ad- 
vantage, John Coleman at year’s end 
was the fastest comer in the com- 
puter competition, until now domi- 
nated by IBM and Sperry Rand. IBM, 
of course, was leagues ahead. So in a 
far lesser degree was Sperry Rand. 
But with 54 of its $35,000 E-101s al- 
ready delivered and 37 more on order, 
Burroughs was far ahead of National 
Cash’s 102 series or Underwood’s Ele- 
coms. At year’s end, John Coleman 


was readying his stepped-up assembly 
lines to turn out three of the E-101s 
a week. 

On one other point, however, Cole- 
man’s management of Burroughs is 
open to criticism. Wall Street feels 
he has made his stockholders pay a 
rather high price for the company’s 
growth. By paying in common stock 
—and paying a stiff price at that—- 
for such acquisitions as ElectroData 
and Todd, Coleman has increased his 
outstanding common stock by 1 mil- 
lion shares to 6 million in 1956. 
Thus profits have not kept up with 
sales. While the latter have about 
doubled in the past five years, profits 
per share have risen only about half 
as fast. 

But Burroughs has not yet gotten 
the kind of earning power on equity 
that National Cash’s Allyn has. Both 
in earning power and return on plow- 
back, Burroughs (see Yardsticks) has 
trailed both National Cash and IBM. 
However compromising this may look 
on the record, John Coleman has an 
explanation. Results, he says, take 
time, especially when you have vir- 
tually remade a company in just ten 
years. Adds Financial Vice Presi- 
dent Tiffany: “When the effect of our 
total program reflects in revenue, we 
anticipate better margins.” 


Typewriter Type 

At any rate, such criticisms are 
only relative. By almost any stand- 
ards, all the Big Four of office ma- 
chinery** have made outstanding 
growth records in both sales and 
profits. In the light of these show- 
ings it is easy to throw stones at 
Royal McBee’s President Philip Zen- 
ner and Chairman Allan Ryan. 

As predominately a _ typewriter- 
maker, Royal McBee’s sales growth 
has lagged well behind the Big Four’s. 
Ryan and Zenner have poured re- 
tained earnings back into the com- 
pany at the rate of $2.5 million a year, 
plus $10 million in new long-term 
debt and $4.4 million in new common 
stock. Yet all this heavy investment 
has done nothing for earnings. In the 
1956 fiscal year, profits on Royal Mc- 
Bee’s common totaled just $3.47 a 
share against $3.89 five years ago. 

But probe a bit beneath the sur- 
face. Consider, for example, some of 
the figures that the average Wall 
Street market letter overlooks. In 
several such respects Zenner and 
Ryan have done an outstanding job. 
The $7 million they have plowed back 
since the merger has not been in 
vain. By reorganizing and re-equip- 
ping the big Hartford typewriter 
plant, they have cut costs to an ad- 
mirable degree. As a result Zenner 


**IBM, National Cash, Sperry Rand, Bur- 
roughs, in that probable order. 
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and Ryan were able to turn out 500,- 
000 typewriters in 1956 with fewer 
employees (10,500 against 11,000) than 
it took to turn out just 432,000 in 
1955. Due largely to this fact plus 
higher prices, Royal McBee reported 
an almost 30% increase in operating 
profits on a 13% increase in sales. 

In marketing, too, Royal McBee has 
done remarkably well. Against rough 
competition from Remington Rand, 
Underwood and several smaller com- 
panies, Royal has held on to its top 
spot in typewriters with an estimated 
30% or more of the total U.S. market. 
Since its introduction in late 1954, 
Royal’s electric has made slow but 
steady progress against IBM’s over- 
whelming dominance of the market. 
Royal has made progress, too, in the 
sales of McBee punch cards and other 
record-keeping equipment (15% of 
sales) and has made an initial entry 
into electronic data processing. In 
partnership with General Precision 
Equipment, Royal is marketing a 
small computer, the LGP-30. 

Unquestionably, Royal McBee is 
making progress. It still has a long 
way to go to bat in Burroughs’ or 
National Cash’s league. It still de- 
pends on typewriters, a_ relatively 
static, low-profit product, for some 
75% of its sales volume ($96 million in 
fiscal 1956). But for all this, Zenner 
and Ryan have not made a bad fiscal 
showing. In the latest twelve months, 
they earned a very respectable 15.6% 
on their stockholders’ equity, a rate 
of earning power that slightly exceeds 
Burroughs’ 14.7% and comes close to 
National Cash’s 16.5%. 

In all of this, there is an important 
point to be made. Management re- 
sults cannot be measured purely in 
terms of sales and profits. For a job 
well done under difficult circum- 
stances, Wall Street is inclined to give 
Zenner, Ryan and their new, young 
management team a sympathetic pat 
on the back. 


A New Start 


Frederick M. Farwell, Underwood 
Corp.’s new 5l-year-old president, 
cannot take very much comfort from 
the gradual rebuilding of Royal, Un- 
derwood’s arch competitor. But Far- 
well is not looking for comfort. He 
has defined his job as nothing less 
than the restoration of Underwood’s 
position in the American office. 

The story of Underwood's decline is 
too well known to need repeating. It 
has been an all too familiar tale in 
U.S. industry: too much complacen- 
cy, refusal to invest money in new 
plants and new products, failure to 
bring in young blood. In 1937, Under- 
wood ranked only slightly behind IBM 
and Burroughs in sales. Its volume 
was nearly treble Royal’s. But by last 
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year Underwood, foreign sales and all, 
sold less than one third as much as 
Burroughs and considerably less than 
Royal McBee. 

Farwell, however, is dedicated to 
reversing all this. Himself an IBM 
alumnus, he has lured a bright young 
management team away from such 
competitors as Monroe and Bur- 
roughs. He has already made a prom- 
ising start. Underwood’s six models 
of the Elecom computer are probably 
one of the most promising entries in 
the medium and lower-priced field. 
By September 1, Farwell already had 
delivered 11 of them, and had 44 more 
on order. 

Meanwhile, Farwell has been busy 
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How profitably is management putting stock- 
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PAYOUT VS. PLOWBACK 


How liberally is management sharing profits 
with its stockholders? How much of earnings is 


being retained in the busi ? Solid portion 
shows dividends, broken portion reinvested 
earnings. Basis: latest reported 5-year period. 
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PROFITS VS. PLOWBACK 


How effectively is management putting 

plowed-back earnings to work to create addi- 

tional profits? Bars show increase in per share 

earnings trom 1948-50 base as % of cumu- 

lative plowback per share over latest re- 
ported 5-year period. 
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slimming down the company for its 
comeback drive. He wrote down in- 
ventories and investments in un- 
profitable products by a sharp $4.2 
million in the third quarter. This 
brought Underwood’s loss for the 
three months to a staggering $5.9 mil- 
lion, but put the company in fitter 
fiscal shape. Then in October, he 
sold $6 million worth of convertible 
debentures to build up the company’s 
depleted capital. 

At year’s end, Wall Street was rat- 
ing Underwood’s comeback chances as 
better than average. Still, board room 
gossip did not rule out the possibility 
of a merger along the lines of Under- 
wood’s suspended negotiations with 
International Telephone & Telegraph. 

Small But Fast 

One of the smaller of the major 
office equipment makers in point of 
sales and assets is Cleveland’s Ad- 
dressograph-Multigraph Corp. But 
when it comes to profits, Addresso- 
graph-Multigraph is far from the 
bottom of the list. On a smaller sales 
volume than Royal in the 1956 fiscal 
year, Addressograph earned almost 
half again as much as Royal. 

The reason is not hard to find: in- 
stead of mixing it up in the hot sales 
battle for typewriters, accounting ma- 
chines and the like, President J. Basil 
Ward has carved out and cleverly de- 
veloped a small but profitable niche 
in the big industry. His specialty: 
equipment for addressing, billing, 
mailing, printing and duplicating. Not 
the least secret of Addressograph’s 
plump profit margins is the fact that 
Ward derives two thirds of his busi- 
ness from the slump-resistant sales of 
supplies. 

For all these reasons and more, 
Wall Street rates Addressograph’s 
management highly. On earning pow- 
er and return on plowback, for ex- 
ample, it ranks second only to IBM. 
If Addressograph has lagged at all it 
has been in its rate of sales gain. 
Since 1950, it has been growing more 
slowly than any of the Big Three. 

Ward, however, has now taken 
steps to correct this. Last year he ar- 
ranged to distribute an _ electronic 
data processing system made by East- 
man Kodak. Thus he moved into the 
field without the heavy development 
expenses other companies have in- 
curred. Another expansion move: in 
August Ward announced he was buy- 
ing Newark, N.J.’s Ralph C. Coxhead 
Corp., whose lines of office type- 
composing machines dovetails neatly 
into Addressograph’s own. Coxhead’s 
sales are currently around the $7 mil- 
lion annual rate. Combined with Ad- 
dressograph’s $87 million in U.S. and 
Canadian sales, the merger will push 
A-M toward the charmed circle of 
$100-million-a-year corporations. 
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“Why you'll find it 
good business to do business 


with any HKP division 


ALLOY METAL WIRE CONNORS STEEL DELTA-STAR ELECTRIC 
Philadelphia e@ Birmingham & Huntington, W.Va. @ Chicago, Philadelphia, Lockport, Ill. 
(wire, rod, strip) (electric furnace steel) (electrical switches & equipment) 


Henry DISSTON LACLEDE-CHRISTY LESCHEN WIRE ROPE McLAIN FIRE BRICK 
Philadelphia » St. Lovis St. Louis Pittsburgh 
(saws, tools, steel tapes) (refractories) . (wire rope and slings) {refractories} 


QUAKER RUBBER QUAKER PIONEER RUBBER RIVERSIDE METAL 
Philadelphia Pittsburg, Calif. - e. Riverside, N. J. 
(belting, hose, electrical tapes) (phosphor bronze, nickel silver, wire, rod, strip) 


— 


VULCAN CRUCIBLE STEEL W-S FITTINGS 
Aliquippa, Pa. eo Roselle, N. i 
(tool steels) _ (forged steel fittings) 


Porter executives are trained to think in terms of expanding their 
services to industry. In every one of HKP’s 12 divisions they have 
proved this by developing scores of new products, and by new 
plant and distribution facilities. This growth pattern assures you a 
reliable source of supply that can meet your own growing needs 
at low cost. 


H. K. PORTER COMPANY, INC. 


TWELVE DIVISIONS SERVING INDUSTRY 


ae 
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Unlocking the secrets of the universe 


AMAZING TEXTILE FIBERS spun out of natural gas... 
wonder drugs squeezed from a lump of coal . . . shining 
stainless steel forged from drab, brownish earth. 


These man-made marvels—and nearly everything 
else that is vital to modern living—were born in the 
minds and hands of research scientists in their search 
for a better understanding of our world. 


Never satisfied with things as they are, the research 
scientist takes apart the raw materials of nature to cap- 
ture the basic “building blocks” of the universe. Then 
he rearranges and combines the pieces into new and 
better things that help improve our lives. 


Hundreds of useful products have been created 
from such basic substances as oil, natural gas, ores, air, 
and water. And the wonders yet to come, the exciting 


things of tomorrow, are being sought and found in the 
research laboratories of today. 


Research is a living thing to the people of Union 
Carbide—for it is the foundation upon which their work 
is built. The elements of the earth are a constant chal- 
lenge to their insatiable curiosity and technical skills. 


FREE: Learn how Union Carbide products and research 
help satisfy basic human needs. Write for “Products and 
Processes” Booklet H. 


Uniton CarRBIDE 


AND CARBON CORPORATION 
30 EAST 42ND STREET NEW YORK 17,N.Y. 
In Canada: UN1oN CaRBipE CANADA LIMITED, Toronto 


UCC’s Trade-marked Products include 


SYNTHETIC ORGANIC CHEMICALS 
Dynel Textile Fibers 


PRESTONE Anti-Freeze 
ELECTROMET Alloys and Metals 


EVEREADY Flashlights and Batteries 
HAYNES STELLITE Alloys 


Prest-O-LiTE Acetylene 
UnNI0oN Carbide LINDE Oxygen 


UNION CARBIDE Silicones BAKELITE, VINYLITE, and KRENE Plastics NATIONAL Carbons CRrac Agricultural Chemicals PyroFax Gas 
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CHEMICALS 


In the curious chemistry of the balance sheet, 1956 





was a revealing year for the big test-tubers. 





For the U.S. chemical industry, 1956 
was an almost disappointing year. 
The qualifier “almost” is used ad- 
visedly. Sales for the industry rose a 
probable $1 billion, broke the alltime 
sales record set in 1955 and sailed on 
to hit the $24-billion mark. Of the 
12 companies covered here, no less 
than ten reported higher sales and at 
least seven made substantially higher 
profits. 

Why then disappointing? Only in 
the sense that chemicals barely kept 
ahead of the economy as a whole last 
year, after decades of being way out 
front. As against a 1955 gain of 20%, 
chemical sales rose just a shade over 
4% last year. Chemical growth, then, 
showed clear if only moderately dis- 
tressing signs of leveling off. 

Said one chemical executive: “From 
now on our rate of growth is going 
to be move closely geared to that of 
the economy as a whole. We can’t go 
on growing geometrically. We’re just 
too big for that.” Added Monsanto’s 
President Charles Allen Thomas: 
“Our industry is like a giant centi- 
pede with a foot in a great many 
industries.” 


Uneven Centipede 

Thomas might have addea, but did 
not, that in 1956 the chemical centi- 
pede walked on somewhat uneven 
ground. There were, as usual, fast 
growing companies and fast growing 
products. Polyethylene, for example. 
Everyone from Union Carbide to 
Koppers was rushing construction on 
plants to make the “squeeze bottle” 
plastic. Metals developments were 
coming thick and fast. Du Pont had 
to move over on the titanium bench 
to make room for Union Carbide, 
which put its huge, Ashtabula, Ohio 
titanium plant on stream. Dow, with 
its Zefran, and American Cyanamid, 
with its Creslan were getting into the 
textile fiber sweepstakes to do battle 
with the nylon produced by du Pont, 
Allied Chemical and Chemstrand, an 
affiliate of Monsanto. 

But there were also soft spots. So 
many companies had gotten into 
synthetic ammonia for fertilizer that 
overproduction developei and prices 
were slashed. The same thing was 
happening to the older synthetic 
fibers, such as rayon and nylon. There 
were also warnings that an early but 
probably temporary  over-capacity 


might develop in polyethylene. 

To the ordinary investor, the situa- 
tion was becoming hopelessly confus- 
ing. In a world of vinylidene chloride, 
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etnylene glycol and styrene mono- 
mers, even the professional Wall 
Street analyst was having trouble 
keeping a clear head. 

Take a simple example. Any in- 
vestor last year could appraise the 
lines of, say, the new Plymouth and 
decide for himself whether it was 
likely in his opinion to gain ground 
on Chevrolet. Or on a slightly more 
sophisticated plane, he could study a 
steel company’s product mix and 
plant location and judge how well it 
would make out under a given set of 
business conditions. 

But how does he decide whether 
W. R. Grace’s polyethylene will out- 
sell Monsanto’s polystyrene? Whether 
Dow’s magnesium, Olin Mathieson’s 
aluminum or Union Carbide’s tita- 
nium is the better metals bet? 

The answer is that he probably 
cannot. In the end, both investor and 
professional analyst have to put 
trust in whichever management they 
think is shrewdest. With this firmly 
in mind, Forses herewith applies its 
management Yardsticks to 12 great 
chemical companies. The object: to 
let cold, impartial statistical measure- 
ments determine which managements 
are doing the better job and which 
are falling down. 


Wilmington’s Wonders 
First we will take chemistry’s Big 
Three, du Pont, Union Carbide, and 
Allied Chemical. By no matter which 
yardstick you apply. Wilmington’s 
world-famous E. I. du Pont de Ne- 


r———BOX SCORE 


Here is how FORBES’ editors rate the 
management abilities of 12 top chem- 
ical companies (Ideal Score: 100). 





Big, Diversified Producers 





5. £ 3.) er 95 
Union Carbide (1,399.5)#............ 95 
Allied Chemical (724.7)**........... 85 
 &  _, 2a eae 95 
Olin Mathieson (621.8)**........... 90 
American Cyanamid (535.4)*........ 90 
EOI GRUB ow ccc ccc ccvccces 85 
Hybrid Companies 

Se SEED... c wauids buiss ot 85 
Food Machinery & Chemical (234.9)** 85 
LE - . , . detbercuw ale’ 85 


Miscellaneous 
Eastman Kodak (619.3)*............ 90 
Rayonier (183.1)* 


Total assets in millions shown in parentheses. 
*6/30/56 79/30/56 **12/31/55 +15/31/56 



















































































mours & Co. comes out on top in 


chemicals. As a glance at Forses’ 
Yardsticks will show, its profit mar- 
gins, earning power, return on plow- 
back and generosity to stockholders 
stand out clearly from the rest of the 
field. 

But if 1956 proved anything, it was 
that even the mighty can stumble. 
In a speech delivered at midyear, du 
Pont’s President Crawford Greene- 
‘valt prepared his stockholders for 
what was to come. “While I do not 
feel that a recurrence of business 
paralysis is either regular or inevi- 
table,” said he, “it is certainly true that 
some variations must be expected.” 

“Variation” was a nice euphemism. 
Greenewalt’s du Pont, biggest of the 
test-tubers, was suffering from nei- 
ther depression nor recession. “Vari- 
ation,” however, seemed a little mild 
to describe what du Pont was going 
through. In the first nine months, its 
sales slipped 2% and its net profits 
from operations dropped a rather 
sharp 14.3% to $185.3 million. Partly 
as a result, du Pont common, one of 
the bluest of the blue chips, had a 
nasty fall. It dropped from a 1956 
high of 237 to 175, or 25%, against a 
maximum dip of about 12% for the 
Dow-Jones Industrial Average. 

The trouble, in a word, was textiles. 
Du Pont counts each year on that 
somewhat battered industry (includ- 
ing tire yarn) for a full one third of 
its nearly $2 billion in annual sales 
Du Pont accounts for two thirds of 
the U.S.’ 300 million pounds of nylon 
fiber capacity, all of its dacron and 
orlon, and some 10% 
rayon. 

By cutting prices of nylon and tire 
cord rayon, Greenewalt was able to 
avoid shutting down his textile fiber 
plants. Thus he was able to keep 
sales volume high—but at the expense 
of profits. Which explains in part the 
14% decline in operating income on 


of its viscose 





a sales slide of just two percent. 

It hardly added up to a disaster. 
Behind each share of du Pont there 
still stood a full 1.4 shares of General 
Motors, of which Wilmington’s 63 mil- 
lion shares represents far and away 
the biggest single stockholding. GM 
during 1956 once again came through 
with $125 million in dividends (after 
taxes) for du Pont’s treasury. And, 
statistically speaking, du Pont of all 
the chemical companies still produced 
the richest brew. 

But the 1956 troubles did, however, 
underscore a potential weakness in 
du Pont’s whole setup. Unquestion- 
ably 160 million Americans will go on 
wearing clothes and riding on tires. 
Du Pont, without a shadow of doubt, 
will go on getting a big share of such 
business, but Wall Street was asking 
a hard question: Has du Pont, inso- 
far as it depends on textiles, hitched 
its wagon to a declining star? 

Coming Up Fast 

The trouble for du Pont,:as for 
Allied Chemical, the No. Three pro- 
ducer, clearly lay in the profits ledger, 
not in the sales curve. In this respect, 
Morse Dial’s Union Carbide & Car- 
bon Corp. made by far the better 
showing in 1956. True, Carbide was 
hard hit when the United Steel Work- 
ers’ strike shut the nation’s steel mills 
for five weeks last July. Largely 
as a result, Union Carbide’s sales in 
June and July fell well below the 
$100-million-a-month pace they had 
been setting until then. This was be- 
cause Dial counts on his big and 
profitable ferro-alloys division (chief- 
ly chrome used in making stainless 
steel) for a full one quarter of his 
$1.3-billion sales volume. 

But the’ letdown, unlike Greene- 
walt’s textile troubles, had few lasting 
consequences. Dial’s customers sim- 
ply bought that much more chrome in 
the following months. By the end of 
the third quarter, Union Carbide had 
rolled up $937-million sales and was 
a solid 9% ahead of 1955. With busi- 
ness still booming into the fourth 
quarter, Wall Street thought Dial 
would have little trouble bringing 
sales to an alltime high of nearly $1.3 
billion, with common earnings around 
$5 a share. 

Basically, Dial is less dependent on 
steel than Greenewalt is on textiles. 


DOAN 


Carbide’s chemical and plastic lines, 
both leaning heavily on petrochemical 
bases, consist of a varied line and 
together bring in nearly half of total 
sales. It is especially strong in resins 
for plastics: Carbide’s Bakelite divi- 
sion is the U.S.’ leading producer of 
vinylresins. “Plastics,” says Dial, ex- 
plaining this emphasis, “is where steel 
was in 1900.” 

Dial is especially strong in poly- 
ethylene, currently the fastest grow- 
ing of the plastics. His plants current- 
ly represent a full 40% of the U.S.’ 
600 million pounds of polyethylene 
capacity. During the year, Dial 
strengthened his hand in the field by 


LEVELING OFF? 


After its shorp, sustained 1954-1955 rise, chemicol 
production leveled off in 1956... 


1949-—100 


.».@t the some time, inventories heve risen to o 
high level. 


Source: Standard & Poor s 


1956 


merging into Carbide the Visking 
Corp. (sales $57.7 million). As a 
leading manufacturer of polyethylene 
film for packaging and other uses, 
Visking gave Dial an opportunity to 
upgrade his basic output into higher 
profit end products. 

What with du Pont leaning heavily 
on textile fibers and GM dividends, 
and Carbide betting on plastics and 
ferro-alloys, the U.S.’ No. Two chem- 
ical producer has been gaining ground 
on the longtime top dog. At the three- 
quarter mark, du Pont was still sell- 
ing $1.51 worth of products for every 
dollar’s worth Dial sold. In 1955, 
however, du Pont had been leading 
by $1.71 to $1, and in 1954 by $1.85 


NICHOLS EMMERICH 


to $1. As Wall Street saw it the 
gap between them may be -closing. 
Good & Not So Good 

Fiscally speaking, all this added up 
to resounding good news for Car- 
bide’s 114,000 shareholders. True, 
their 20% return on equity still lagged 
behind du Pont’s fabulous 25.2%. But 
Dial is charging off a considerably 
higher proportion of his operating 
profits for depreciation and amortiza- 
tion of new plants. This money is 
diverted from the profit ledger but 
finds its way into the corporate treas- 
ury. If earnings for nine months are 
figured on a cash flow basis, the $6.45 
a share that Carbide took in compares 
more closely as a return on equity 
with du Pont’s $7.95 a share. Espe- 
cially was this true in 1956, a year 
when Carbide’s profit margins held 
better than du Pont’s. 


In the annual report he will put out 
this February, Allied Chemical & 
Dye’s Fred J. Emmerich will not have 
so happy a story to tell his 29,400 
stockholders. At the three-quarter 
mark, Allied sales were up to $499 
million from $475 million the year 
before. Profits were another story. 
They dropped to $3.64 a share, which, 
even allowing for the 5% stock divi- 
dend paid in December, 1955, repre- 
sented a drop of about 11% from the 
same nine months in 1955. 

Like Dial, Emmerich had suffered 
from the steel strike. Also like Car- 
bide, Allied’s sales picked up sharply 
in the fourth quarter and, like Car- 
bide’s, pushed to a new high (of 
around $665 million). Here, however, 
Carbide and Allied parted company. 
Whereas Carbide’s profits went up 
with sales, Allied’s did not. A close 
Wall Street guess put Allied’s full- 
year profits at around $4.80 a share, 
down substantially from 1955’s ad- 
justed $5.18. 

As the largest U.S. producer of 
ammonia and nitrogen for fertilizer, 
Allied had been a victim of the 1956 
fertilizer glut. Then, too, Allied had 
less fat on its profit bones (see profit 
margin table), was less able to ab- 
sorb the hefty 1956 rises in labor, 
freight and raw material costs. It all 
added up to hard luck for Emmerich, 
but Wall Street is anything but senti- 
mental. At mid-December, prices on 
the Big Board were rating Allied 


THOMAS GREENEWALT 
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Plowed-back earnings, borrowed 
money and sale of additional com- 
mon stock are the major sources 
of growth and expansion money. 
Almost equally important these 
days is the inflow of money from 
depreciation and amortization re- 
serves. Though these funds do not 
show up as profits, they do repre- 
sent an inflow of cash to the cor- 
porate treasury, money on tap to 
finance growth. This has given rise 
to the concept of “cash flow”: 
i.e., net earnings plus depreciation 
and amortization reserves. Here is 
how “cash flow" earnings for the 
chemical companies compared in 
the latest full year (1955) with 
reported earnings. 

Cash Flow 


Earnings 
(per share) 


$12.06 
8.46 
10.19 
6.65 
5.54 2.52 
4.94 3.36 
3.54 1.99 
6.72 4.07 
7.62 4.16 
7.74 4.55 

Rayonier 5.16 2.87 

Koppers 8.79 4.67 
*For year ending May 31, 1956. 


Reported 
Earnings 
(per share) 


$9.26 
4.83 
5.44 
4.66 


Company 

du Pont 

Union Carbide 
Allied Chemical 
Eastman Kodak 
Dow Chemical* 
Olin Mathieson 
Monsanto 
American Cyanamid 
Grace (W.R.) 
Food Machinery 











common as worth just 19.5 times its 
probable 1956 earnings, compared 
with the 22.3 price earnings ratio for 
du Pont, 22.4 times for Union Carbide. 

This caused, or should have caused, 
a certain amount of crow-eating by 
Wall Street pundits, any number of 
whom have long been predicting that 
Allied was about to turn the corner. 
It was also something of a setback 
for able Fred Emmerich. Ever since 
he became president of the U.S.’ third 
largest chemical maker in 1946, Em- 
merich, an ex-accountant, has been 
waging an uphill battle to raise Al- 
lied’s profit margins and return on 
invested capital, both of which are far 
below Carbide’s and du Pont’s. In 
1956, they fell even further behind 
(see Yardsticks). Allied’s return on 
stockholders’ equity was just 13.5%, 
its return on plowback the same. By 


#RACE CHAPMAN 
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way of comparison, du Pont’s 1956 
earning power was 25%, its return 
on plowback a thundering 59.6%; 
Carbide’s was 20.1% and 20.7% re- 
spectively. 

A Varied Pattern 

Not only had Allied failed to keep 
pace with its partners in the Big 
Three. It was steadily losing ground 
to the four big (but not quite giant) 
companies who make up the indus- 
try’s sparkling second echelon. In 
fact, many Wall Streeters are con- 
vinced that by 1960 or so, Dow and 
possibly Olin Mathieson as well may 
have elbowed Allied out of the num- 
ber three spot in the industry sales 
queue. Both have been gaining 
ground steadily on Allied. Dow, in 
fact, by earning a net income of near- 
ly $60 million in its latest fiscal year, 
has already outstripped Allied (1955 
net profits: $52 million) as a profit- 
maker. 

Generally speaking, however, the 
Second Echelon Four showed the 
same mixed pattern as the Big Three 
in 1956. Out in Midland (Mich.), it 
was just another year for Dow Chem- 
ical’s shrewd, hard-working Leland 
Doan. Just another year of record- 
smashing sales (up 20% to $565.3 mil- 
lion) and profits (up 59% to $59.66 
million), that is. 

American Cyanamid’s_ dignified 
Kenneth Crawford Towe also whis- 
tled a merry tune. Both his drug- 
making Lederle Laboratories and his 
chemical divisions were flourishing. 
Result: sales up 11% to $375 million 
at the nine-months mark, profits up 
an even sharper 22% to $64.4 million. 

Olin Mathieson, whose product mix 
runs from chemicals to guns, from 
brass to rocket fuels, also had a good 
year. On a 11.3% sales increase to 
$456 million, President Thomas S. 
Nichols was able to squeeze out a 
profit increase of 12% by Septem- 
ber 30. The St. Louis-based Mon- 
santo Chemical Co. was far less like- 
ly to remember 1956 as a banner year. 
President Charles Thomas succeeded 
in pushing sales up 4% in the first 
nine months but this was not enough 
volume to make up for rising costs. 
Result: Monsanto’s profits were down 
12% by September 30 and Wall Street 
suspected that Thomas had little 
chance of catching up in the final 
three months. 


TOWE 


FISCAL FINESSE ——— 


One of Wall Street's favorite 
tests of efficiency and aryse pee | 
is: how much money out of eac 
sales dollar does management suc- 
ceed in bringing down to profits 
(before income taxes) as com- 
pared with its competitors. In 
other words, what is its profit 
margin? Another important indi- 
cator: is the direction of the profit 
margin up—or down? Here is how 
the chemical companies fared dur- 
ing the first nine months of 1956: 


Pre-Tax Profits As a 
percentage of Sales 


First nine First nine 
months months 
of 1956 of 1955 





Company 





Better showing in 1956 
Eastman Kodak 26.2% 
Dow Chemiceil* 16.0 
American Cyanamid 15.8 


W. R. Grace? 10.7 
Poorer showing in 1956 


du Pont** 26.0% 31.0% 
Union Carbide 22.0 23.7 
Olin Mathieson 15.0 15.2 
Allied Chemical 10.0 14.5 
Monsanto 13.2 15.9 
Food Machinery 10.0 11.3 
Rayonier 19.6 22.5 
Koppers 8.8 99 


*Year ending May 31, 1956 
six months 


Based on first 
**Based on operating income 











Building Blocks 

Why these diverse trends? Cyana- 
mid’s Towe and Dow’s Doan owed 
their bright balance sheets to very 
different factors. Doan reported that 
the customers were clamoring for his 
brine-based basic chemicals “We 
are,” said he, “already crowding ca- 
pacity in some of our basic building 
block line [i.e., chemicals used fo 
producing plastics and other end-use 
chemicals], such as chlorine, bromine, 
ethylene, and so on.” 

Obviously, this was a situation that 
called for more expansion, a course 
that was not likely to disturb Doan’s 
carefully calculated equilibrium. Most 
of Dow’s big expansion push in the 
early Fifties had been so arranged 
that it was written off on a five-year, 
fast-amortization basis. This has had 
the effect of cutting Dow’s reported 


DAVIES MORGAN 





GRACE’S NITROGEN PLANT AT MEMPHIS 


earnings, but last year it helped ac- 
count for the almost $74 million in 
tax-free depreciation dollars that 
poured into the corporate treasury. 
With $74 million a year to spend on 
expansion, Doan ended 1956 in fine 
shape to carry out further expansion 
without calling either on the money- 
lenders for loans or stockholders for 
more equity capital. 

Ken Towe’s position was quite dif- 
ferent. A good part of Cyanamid’s 
sterling showing again owed to a 
landoffice business in Achromycin 
and other antibiotic products of its 
Lederle Laboratories division. The 
well known Formica Co., which 
Towe acquired in April, 1956, also 
helped. One of the most helpful fact- 
ors, however, was still negative. The 
$55-million Fortier acrylonitrile 
plant, Towe said, was still in the red, 
but much less so than in 1955. “I can 
tell you,” said Towe, with a note of 
relief in his voice, “that the acryloni- 
trile operation . . . has been approach- 
ing the breakdown point... . We look 
forward hopefully to a profit position 
from it [in 1957].” 

Monsanto’s Troubles 

Once Towe begins drawing a fair 
profit from his Fortier venture, Wall 
Street reasons, Cyanamid’s whole 
position should change for the better. 
Meanwhile, one thing was sure: al- 
most everything else in Cyanamid’s 
house was in order as 1956 ended. But 
Monsanto’s Thomas had somewhat 
less cause for satisfaction. Thomas 
was working overtime, and not alto- 
gether successfully, to mesh his chem- 
ical gears with those of big (assets 
$147.6 million) Lion Oil Co., which he 
acquired in September 1955. 
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Thomas did manage to raise sales 
by some $17 million to $407 million in 
the first nine months. But Lion’s 
fertilizer business was not in partic- 
ularly good shape. And all along the 
line Monsanto’s costs were rising 
faster than its selling prices. Said 
Thomas: “Though sales volume is 
greater, it has been of those products 
with lower profit margins.” 

Wall Street, however, was not en- 
tirely persuaded by Thomas’ rational- 
izations. For one thing, the financial 
district has never been entirely con- 
vinced about the wisdom of a chem- 
ical company merging with an oil 
company—gas stations and all. 

Partly for this reason, The Street 
was only moderately impressed last 
August when Olin Mathieson Chem- 
ical’s Tom Nichols announced he was 
going into the aluminum business. In 
partnership with Revere Copper & 
Brass’ James Melvin Kennedy, he 
said, Olin Mathieson planned to build 
a 180,000-ton-a-year aluminum plant 
which would make Olin-Revere Met- 
als Corp. the U.S.’ fourth big alumi- 
num producer. 

Olin Mathieson, however, was not 
the stranger to the metals trade that 
Monsanto was to oil. It already 
counts on brass, copper and other 
nonferrous alloys, plus fabrications 
made of brass, aluminum and steel, 
for a full one eighth of its sales. The 
move into aluminum would give Olin 
Mathieson’s fabricating mills a captive 
source of raw material plus a foot in 
the door of an industry that rated 
higher in earning power last year 
than chemicals itself. Moreover, 
Nichols, Chairman John M. Olin and 
financial expert John W. Hanes 


handled the deal so that Olin Mathie- 
son would not have to dilute stock- 
holders’ equity to take on its share of 
the $231-million project. Any way 
you looked at it, it was a move 
shrewdly calculated to add a great 
deal of potential earning power to 
Olin Mathieson’s shares with a mini- 
mum of dilution. 
A Hybrid Breed 

In judging quite a differen. group 
of chemical managements, it is not 
really just to use the same yardsticks 
as have been applied to the Dows and 
du Pents and Olin Mathiesons. Nor 
can you expect them to handle $231- 
million aluminum projects or $90- 
million acrylonitrile plants. Such 
companies as Koppers, W. R. Grace 
and Food Machinery & Chemical are 
really hybrids—part chemical com- 
panies, part something else. In most 
cases the something else represents a 
decided drag both on profit margins 
and earning power. Thus the kindest 
thing is to consider them separately. 

Pittsburgh’s sturdy old Koppers Co., 
for example, is deeply rooted in the 
business of making coke and tar 
products. But Koppers’ traditional 
methods of manufacturing chemicals 
and gas from coke long ago began to 
decline before the onslaught of petro- 
chemicals and natural gas. Koppers 


had to find new fields to grow in. It 
chose, naturally enough, chemicals, a 
closely allied field. Koppers’ youth- 
ful (51) President Fred Foy now 


makes polystyrene, polyethylene and 
a host of other chemicals. Koppers 
entry into the polyethylene field, Foy 
declared, fitted well with the com- 
pany’s position as a leading producer 
of the rigid plastic, polystyrene. It 
also fitted well with Fred Foy’s plans 
to mitigate the effect on his sales fig-’ 
ures of the heavy cyclic swings in the 
Koppers’ construction activities. 

Last year, however, Koppers got its 
big sales boost from its oldline Engi- 
neering and Construction Division, 
which builds blast and open hearth 
furnaces for the steel industry and 
other kinds of industrial and chemical 
plants. Booming capital expendi- 
tures by Engineering & Construction’s 
customers helped Foy raise sales a fat 
39% in the first three quarters of 
1956. With the steel strike interfer- 
ing, however, the profit gain was held 
to 26%. On a per share basis, the 
gain was even less impressive due to 
the fact that Foy sold 300,000 addi- 
tional shares of common stock early 
in the year to help pay for the $100- 
million, four-year expansion: program 
he has underway. 

W. R. Grace is another case of a 
famed, old company looking to chem- 
icals to give new inspiration to its 
sales curve. President J. Peter Grace 
has diligently pushed Grace deeper 
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Said a Purchasing Agent to one of our T.A.’s (Tech- 
nical Advisor ) the other day, “Do you know what we 
do with this rod you are trying to sell us? I like to 
pass the time of day with you boys and compare golf 
scores, but since your prices, quality and delivery are 
pretty much the same as eight other companies how 
am I supposed to choose? Pick 
the one who parts his hair the 
way I like it? Not one of you has 
given me a reason why we should 
use your brass rod instead of the 
other fellow’s.” 

The result of that conversation 
was that the Purchasing Agent 
arranged for the Revere T.A. to 
go through the plant. There he 
étudied the various operations 
that might affect the rod, found out its end use and 
then made recommendations which saved that com- 
pany money as well as aided in improving its prod- 
uct. Such experiences, and this is not the first one of 
its kind we know about, cite the importance of the 
Purchasing Agent in today’s business, and how he 


can be the salesman’s best friend. 


In fact, the Purchasing Agent is the key man be- 
tween a salesman and the production, design and 
engineering departments. And we, as others, have 
found that the best results are obtained only when 
the various departments collaborate; have round 
table discussions with all parties concerned. It is then 


that the “bugs” are ironed out... 
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ganization most pleasant. 

This type of close cooperation 
is not unique with Revere, for 
practically every industry you 
name is able to cite similar instances. So we suggest 
that you work hand in glove with your supplier, 
whether it be through Purchasing, Production, En- 
gineering or Design Departments, separately or col- 
lectively. It is the sound way of lowering production 
costs, improving manufacturing techniques and bet- 


tering your product. 


REVERE COPPER AND BRASS INCORPORATED 
Founded by Paul Revere in 1801 
Executive Offices: 230 Park Avenue, New York 17, N. Y. 
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and deeper into chemicals until by 
last year its chemical operations, 
chiefly in fertilizer, plastic wrapping 
materials and organic chemicals, 
passed the 45% mark in Grace’s $440- 
million sales volume. Last fall he 
announced that he had purchased 
exclusive rights to a new radiation 
process to modify and improve poly- 
ethylene and impart to it “properties 
substantially different from those of 
conventional polyethylene.” But as of 
last year, Grace still derived the big- 
gest share of sales and profits from its 
South American trading and manu- 


facturing operations, its steamships 
and its U.S. banking and outdoor 
advertising affiliates. 

Like W. R. Grace, San Jose, Cali- 
fornia’s Food Machinery & Chemical 
Corp. moved into agricultural and in- 
dustrial chemicals including such 
products as chlorine and caustic soda. 
Food Machinery now gets nearly half 
of its sales volume from the chemical 
division, the balance from its indus- 
trial and food machinery lines. 

In profit performance, all three 
quickly show their hybrid nature. Of 
the three, only exceptionally well 





EARNING POWER 


How profitably is management putting stockholders’ 

investment to work? Colored bar shows net as % of 

investors’ equity per share, averaged for latest five 

years. Broken bar shows indicated rate for latest 12 
months. 
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How fast is management making stockholders’ equity 

grow? Bar shows average °% increase (solid color) or 

decrease (broken color) over latest reported 5-year 
period. 
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How liberally is management sharing profits with its 

stockholders? How much of earnings is being retained 

in the business? Solid portion shows dividends, broken 

portion reinvested earnings. Basis: latest reported 
5-year period. 
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How effectively is management putting plowed-back 

earnings to work to create additional profits? Bars 

show increase in per share earnings from 1948-50 base 

as “oc of cumulative plowback per share over latest 
reported 5-year period. 
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managed Food Machinery has been 
able to show any over-all return to 
date on the money plowed back into 
plant during the past five years. But 
even Food Machinery’s earning pow- 
er has been well below the chemical 
producers’ five-year industry average 
of 13.6% and their 1956 average of 
15.6%. 
A Different Yardstick 

This is not to suggest that Peter 
Grace, Fred Foy and Paul Davies 
ought forthwith to rush out and sell 
their banks, machinery and engineer- 
ing businesses. There are other ways 
to make money than in chemicals and 
other fields to conquer. But it is im- 
portant for the investor to keep in 
mind that the yardstick of manage- 
ment that measures du Pont cannot in 
fairness be applied to Koppers or 
Grace. 

Albert K. Chapman, president of 
Rochester, N.Y.’s Eastman Kodak Co., 
needs no such disclaimers. Eastman 
Kodak is only a chemical company by 
virtue of the relatively small 24% of 
its business that comes from cellulose, 
plastics and chemicals. For most of 
the remainder, Chapman counts on a 
growing army of shutterbugs, both 
professional and amateur. 

In conducting these businesses, Ko- 
dak’s Chapman need bow to few cor- 
porate managements. Last year he 
produced a neat 18% return on stock- 
holders’ equity, an even sharper 22.3% 
return on plowback. Bucking the 
squeeze on profit margins that afflicted 
so much of U.S. business during 1956, 
Chapman brought Kodak through the 
third quarter of the year with profits 
per share up 5% on a sales gain of 
just 3%. 

Clyde R. Morgan’s Rayonier, Inc. 
did not come through the profit 
squeeze nearly as well as did Kodak. 
Its sales dropped 5% in the third 
quarter, thus canceling out the slight 
gains of the first two quarters. With 
costs up, Morgan reported that his 
nine-months profits were down from 
$2.17 a share in 1955 to just $2.10 last 
year. 

As producer of nearly half of the 
chemical cellulose used by U.S. rayon, 
cellophane and paper industries, Ra- 
yonier is not strictly speaking a 
chemical company. It acts like one, 
however. The 1956 profit dip not- 
withstanding, Morgan chalked up 
twelve months’ earning power of 
21.3%, second only to du Pont’s 25.2%. 
Rayonier’s five-year earning power 
average surpasses even du Pont’s by 
the close score of 20.9% to 20.3%. 
From this, Wall Street can well draw 
a moral: when you are ably managed 
and sit on top of vast, low-cost tim- 
berlands for your raw materials, being 
a virtually one product company is 
no drawback. 
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PAPER 


In the paper business, it has paid royally to know 
when and where to expand. Now knowing when not 
to expand may be the key to profits. 


Money—the important money, any- 
way—is, after all, only paper. No 
wonder then that in these booming 
times the nation’s papermakers have 
been making both in handsome quan- 
tities. That has been a good thing not 
only for the papermakers themselves, 
and their stockholders, but also for 
the U.S., which has hungered mightily 
for their output. 

Yet there always comes a point 
where a good thing passes into too 
much of a good thing, and that time 
may be at hand in the paper business. 
Too much money too fast means in- 
flation, sometimes disastrous inflation. 
Too much production capacity built 
up too fast is another kinc of infla- 
tion: oversupply. It is equally disas- 
trous. 

How Much is Too Much? 

If certain soundings within the in- 
dustry itself are accurate, the paper- 
makers may right now-be on the 
threshold of this second form of in- 
flation. One such warning came last 
year from an acute judge, Crown 
Zellerbach’s President James D: Zel- 
lerbach, since named Ambassador to 
Italy. “The paper industry as a 
whole,” said Zellerbach, “is expand- 
ing at such a rate that some tempo- 
rary overproduction of newsprint and 
kraft paper and pulp will materialize 
if all the contemplated new North 
American capacity comes into produc- 
tion in 1957 or 1958.” 

Similar forebodings were expressed 
last month by West Virginia Pulp & 
Paper’s President David Luke Jr.— 
another man who should know. Luke 
pointed out that, if all announced 
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plans to build new wood pulp capac- 
ity are carried out, “the increase be- 
tween the beginning of 1956 and 1960 
will be 31.7% in the U.S., 33.4% in 
Canada and 32.2% in North America 
as a whole.” In paper grades of sul- 
phite pulp alone, Luke said, “in this 
short period [the increase in capaci- 
ty] would amount to 45%.” 

Luke had no doubt whatever, he 
said, that all the new capacity would 
be needed eventually. But he was 
concerned about the timing. He 
harked back to the more than 30% 
pulpwood expansion between the two 
World Wars, and recalled that they 
had resulted in “destructive price 
competition” and “inadequate earn- 


——BOX SCORE——— 


Here is how FORBES’ editors rate 
the management prowess of 13 lead- 
ing paper companies (ideal score: 
100). 


Papermakers: 

International ($742.2)*.. 

Crown Zellerbach (451.5)* 

St. Regis (327.9)*.... 

West Virginia (181.0); 

Champion (133.9)** 

Mead (118.5)++. 

Packaging Materials: 

Container Corp. ($165.3)*** 

Union Bag-Camp (135.0)** 

Marathon (132.4)+++... 

Fibreboard (125.3)***.. 

Sanitary Goods: 

Scott ($284.6)* 

Kimberly-Clark (228.4)'. . 

Newsprint: 

Great Northern ($17.1)++. , 
Total —_ in millions in parentheses 
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ings or actual losses for most produc- 
ers.” There is now “considerable 
danger,” he concluded, that the whole 
paper and paperboard industry is re- 
peating its past overexpansion mis- 
take. 

Wall Street also has a long memory, 
and in August it began marking down 
the paper stocks severely. Crown 
Zellerbach, which sold as high as 69% 
in April, fell as low as 50% in Novem- 
ber. International Paper, which 
posted a high of 144% earlier in the 
year, dropped off to 98%. St. Regis, 
which topped at 60%, drifted off to 
405g. Some other paper stocks showed 
even larger percentage declines 

The Big Buildup 

How disposed are the big paper- 
makers to heed such warnings? The 
answer seems to be: only mildly. Not 
all of the planned new capacity neces- 
sarily will be built, and some of it may 
be deferred. But as 1956 ended, there 
were signs that the industry was well 
on its way to overbuilding again, par- 
ticularly in paperboard 
print. 

In the past two years, the nation’s 
papermakers have added some 1.9 
million tons to their annual capacity 
to make paperboard, the “paper with 
muscles” that is used in packaging 
Roughly 1.2 million tons of this in- 
creased capacity was brought into 
production last year alone. In news- 
print, the stock on which newspapers 
are printed, production soared 52% 
above the 1952 level in the third 
quarter last year. But. when the year 
ended, the papermen were still build- 
ing new capacity for both items 

The signs of overbuilding by year’s 
end were not at all dim. Production, 
as distinguished from _ capacity, 
seemed to be leveling out. Thus al- 
though paper production rose 6.7% in 
the year’s first nine months, in the 
third quarter it rose only 2%. In the 
case of paperboard, third-quarter 
production was off 1.5%. Not a serious 
decline, but ample reason for the 
papermakers to keep their fingers 
crossed for the immediate future 

Dollars & Cents 

There is an additional 
cents danger in overbuilding. New 
capacity, while it is more efficient 
than the old, is high-cost capacity 
particularly if it operates at less than 
full speed. By a rough industry rule 
of thumb, it takes $1 worth of new 
investment to boost sales $1 
But these days brick and 
come unusually high. 

A new kraft board mill, for ex- 
ample, costs anywhere from $70,000 
to $100,000 for each ton of its daily 
production capacity. Since the aver- 
age mill’s capacity is about 300 tons 
a day, its minimum cost will run to 
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$29 million or $30 million. So even if 
the new mill is kept going 350 days a 
year, the investment required will 
work out to about $200 for each ton 
of paperboard produced the first year. 

Today the output of that mill, liner- 
board for example, will bring about 
$127.50 a ton. Nowadays, with the cost 
of labor and money high, the mill 
owner will pay about $100 in direct 
costs and overhead to produce that 
ton. So, few papermen will worry 
about the high fixed investment in- 
volved per ton of production, provid- 
ed the market price for it remains 
firm. But if demand falls off, every- 
body’s first impulse will be to cut 
prices and maintain production. Such 
rounds of price-cutting have periodic- 
ally plagued the industry. And when 
they do, it gets harder and harder to 
make the fixed investment productive. 

Top of the Heap 

Despite such large investments re- 
quired for new plants, most of the 
general line papermakers—Interna- 
tional, Crown Zellerbach, St. Regis, 
Champion, West Virginia and Mead— 
were still adding plants as 1956 ended. 
Last year alone, they boosted their 
combined capacity roughly 7%. This 
year the hike will be just about the 
same. 

The company at the top of the heap 
in both sales and assets, International, 
was no exception. Traditionally, 
International’s Chairman John H. 
Hinman has treaded a little more 
cautiously than his rivals in boost- 
ing capacity. All of the $400-odd mil- 
lion Hinman has spent postwar, and 
all but $10.1 million of the $170 mil- 
lion he is spending for 1956-57, have 
been financed out of retained earn- 
ings. 

But it was International which 
made the industry’s most spectacular 
expansion move last year. For 900,- 
000 shares of IP common, then worth 
$117 million, Hinman sealed a deal 
to acquire famed Long-Bell Lumber 
(annual sales: over $110 million), the 
Pacific Coast’s second largest lumber 
producer. The plan hit two snags: 
1) delay in getting a favorable tax 
ruling; 2) opposition from the Feder- 
al Trade Commission, which charged 
that the merger would tend to mo- 
nopoly. The merger went through 
anyway. 

International is indeed big, but it 
is not without very lively competition. 
In fact, Hinman’s colossus turns out 
some three times as much paper and 
paperboard as its next largest rival, 
Crown Zellerbach, and about 3% 
times as much as third-ranking St. 
Regis. Nevertheless, it is probably less 
size than older capacity and more 
conservative financing which enables 
Hinman to show wider average pre- 
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very happy thought indeed. Its out- 
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much optimism? 


tax margins (21%) than Crown Zel- 
lerbach (18%) and St. Regis (14%). 

But there was more to Internation- 
al’s interest in Long-Bell than Hin- 
man’s desire to add to his 20.7 mil- 
lion acres of timberland or expand his 
relatively small lumber business. For 
one thing, it gave him strategic entry 
into the Pacific Northwest, where 
International has not previously had 
sizable operations. For another, it was 
a strong answer to Crown Zeller- 
bach’s invasion of the East with its 
1955 merger with Gaylord Container. 

Once launched, Hinman’s plans 
were ambitious. He set to work build- 
ing a newsprint and bleached board 
mill in Arkansas, a kraft board mill 
in western Oregon, a shipping con- 
tainer plant at San Jose, Calif., and 
a milk container plant, also in Cali- 
fornia. In the end, International will 





WEST VIRGINIA’S LUKE 
Too much expansion? 
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have boosted its paperboard capacity 
—now about one third of sales— 
about 154%, its bleached board out- 
put—now about 15%—by 43%, and its 
newsprint capacity—now 19%—by 
some 14.3%. 

Timber Turnabout 

Just as Internationa! has never been 
even quite national in its operations, 
so Crown Zellerbach has been tradi- 
tionally a regional power. Before the 
Gaylord merger, Dave Zellerbach’s 
main emphasis was on newsprint and 
coarse papers. Gaylord not only 
brought him eastward, but made 
Crown Zellerbach a major factor in 
containers. 

He was also going a long way last 
year to make the crown that Crown 
Zellerbach wears in the West Coast 
market still more secure. In the last 
six months of 1956, CZ was spending 
about $6 million per month on ex- 
pansion. At Antioch, Calif., a new 
$18.5-million paper and board mill 
(which will get its pulp by tanker 
from a new $14.5-million mill in 
British Columbia) went into produc- 
tion in October, adding 140,000 tons a 
year to CZ’s capacity. 

Was not this rapid buildup putting 
Crown Zellerbach in danger of fall- 
ing into the very trap—excess capa- 
city—about which Dave Zellerbach 
had warned? Zellerbach did not think 
so. “Our own expansion program,” he 
declared, “is sufficiently flexible to 
compensate for such developments.” 
Forewarned is forearmed, and new 
President A. B. Layton has a repu- 
tation for knowing what he is doing. 
But if too many papermen think that 
their own plans are also exceptions to 
the general trend, the industry may 
yet pay a stiff reckoning. 

For third-ranking St. Regis, ex- 
pansion last year took a different 
direction. Unlike Crown Zellerbach 
and International, who are major 
newsprint producers, St. Regis turns 
out a relative trickle of that com- 
modity. Chairman Roy Ferguson’s 
forte is making multiwall paper bags 
(about 30% of sales) and ground- 
wood printing and publication papers 
(about 23%). Ferguson’s effort ap- 
parently is mainly concentrated on 
branching out into converting of his 
kraft board production (about one 
fifth of sales) and such specialties as 
waxed papers. 

Last year St. Regis made some 
notable additions to its well-diversi- 
fied strategic position. In addition to 
merging Rhinelander Faper, a big 
producer of greaseproof and glassine 
papers, Ferguson stepped up expan- 
sion of kraft capacity in both the 
U.S. and Canada. Altogether $43 
million was earmarked for capital 
outlays in 1956, against just $11 mil- 


ForsBes, JANUARY 1, 1957 





large cities. Moreover, to keep ship- 









lion in 1955. Some sample items: 

@ A new machine installed at Jack- 
sonville, Fla. which will have a daily 
capacity of 1,000 tons of linerboard a 
day when it goes into operation in 
April. 

e A 400-ton bleached kraft pulp 
mill in Alberta, 50% owned by St. 
Regis, which will probably be com- 
pleted this month. 

© A 400-ton pulp and paper mill 
near a 200,000 acre tract in Montana 
of the J. Neils Lumber Co. (annual 
sales, $19 million), which St. Regis 
dickered for last year. 

Ferguson also has his eye out for 
independent converters whom he 
might be able to buy up, thus ex- 
panding his own capacity to make 
boxes and containers. Not that the 
big profits are in boxmaking; produc- 
ing paperboard is considerably more 
profitable. But by owning his own 
converting facilities, Ferguson would 
gain a sure outlet for his high-profit 
paperboard (his output is about 500,- 
000 tons a year) and add converting 
profits to his paperboard profits. Over 
the last three years, he kas added 
about $100 million a year to St. Regis’ 
sales in this way. 

Slick Dealers 

West Virginia Pulp & Paper’s Presi- 
dent David L. Luke Jr., whose great 
specialty is slick magazine papers, has 
followed much the same course. West 
Virginia is also a big producer of con- 
verting papers and kraft. Three years 
ago Luke scored a coup in acquiring 
Hinde & Dauch, one of the US.’ 
largest producers of corrugated ship- 
ping containers. 

For awhile, West Virginia’s profit 
margins suffered because of extra 
cost during the integration period. 
But by last year, most of the board 
used by Hinde & Dauch was coming 
from West Virginia’s own mills, and 
Luke’s profit margins showed the 
change. In the first nine months of 
West Virginia’s 1956 fiscal year (end- 
ed October 31), West Virginia’s mar- 


gins rose from 16.3% to a _ good 
18.0%. Net was up 28.6% to $4.6 
million. 


With his board outlets thus secured 
and profitable, last year Luke turned 
to boosting his output cf coated and 
uncoated papers. At his Maryland 
mill, a $50-million project will result 
in two additional high-speed paper 
machines, one for coated and one for 
uncoated stocks. Other machines are 
being speeded up, and when the 
program is completed the mill will be 
one of the most modern in the 
country, and its capacity doubled. 
Luke hopes to generate most of the 
$100 million appropriated for a 5-year 
expansion program, to be completed 
in 1959, out of retained earnings. 
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Another slick specialist is Ohio’s 
Champion Paper & Fibre Co., whose 
printing and fine papers account for 
nearly 80% of its dollar sales and 
7° of U.S. output. Chairman Reuben 
Robertson plans to boost his capacity 
some 25% by 1961, which will include 
a step-up in his other specialty, sani- 
tary foodboard. 

Such products boosted Champion’s 
sales 14.8% in the first half of its 
present fiscal year (which will end 
March 31), net profit from $5.7 mil- 
lion to $7.3 million. 

Like West Virginia’s Luke, Robert- 
son has financed most of his $70-mil- 





lion outlays for expansion since the 
war internally. Only $8.2 million was 
borrowed. But where West Virginia 
could continue that policy last year, 
Champion could not. So Robertson 
went to market with a $20-million 
offering of 3% to 334% sinking fund 
debentures (due through 1981) with 
which he repaid some $3.5 million in 
notes and replenished his cash re- 
sources. 

Fob Mead Corp.’s Chairman Sid- 
ney Ferguson, also a big producer of 
white papers (over half of sales), last 
year was also a time to think about 
money. And it turned out to be a 
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investment to work? Colored bar shows net as %o of 
investors’ equity per share, averaged for latest five 
years. Broken bar shows indicated rate for latest 12 


EARNING POWER 











months. 
20r Ps - - rs 
“res § 2 = - : z = 
erp= fs f 5 fe = FF .. F « a: : 
sr i= i: = —: |: E E fT: E = = §: fz 
TEE E : FEE : PE : : 
= = ~ . = = hel = _ = ~~ 








How fast is management making stockholders’ equity 

grow? Bar shows average % increase (solid color) or 

decrease (broken color) over latest reported 5-year 
period. 
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How liberally is management sharing profits with its 

stockholders? How much of earnings is being retained 

“ the business? Solid portion shows dividends, broken 

rtion reinvested earnings. Basis: latest reported 
5-year period. 
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How effectively is management putting plowed-back 

earnings to work to create additional profits? Bars 

og increase in per share earnings from 1948-50 base 

%e of cumulative plowback per share over latest 
reported 5-year period. 
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very happy thought indeed. Its out- 
come was that Mead retired about 
49,000 shares of Mead preferreds 
without having to pay out a single 
dollar in cash. 

This providential coup began in 
mid-September, when Ferguson called 
his convertible second preferred. 
Holders had their choice of redeem- 
ing it for $54.36 in cash or of con- 
verting it into 2% shares of common. 
By redemption date, Mead common 
was selling at 36%, and thus the 
preferred was worth better than 
$82.50. To a man, the holders con- 
verted their preferred into common. 

Mead’s product mix differs mark- 
edly from Champion’s. While white 
papers are the biggest item, Mead’s 
mills also turn out large quantities of 
kraft linerboard (about 28% of ton- 
nage), corrugated board (21%) and 
assorted specialties. Most of Fergu- 
son’s expansion money, however, is 
going into his paper business. Two 
bond paper machines were recon- 
structed, and one new white paper 
machine being added, at Mead’s Chilli- 
cothe mills. With white paper sales 
climbing steadily, Ferguson calculates 
that his spare cash can earn the big- 
gest dividends there. 

Boxed In 

No such rosy outlook tints the 
spectacles of the big box and board 
specialists—Container Corp., Fibre- 


board Paper, Union Bag-Camp and 


Marathon. So much box and board 
capacity has been built in recent 
years that demand has not yet quite 
caught up with it. During one week 
late last year the mills were operating 
at only 89% of capacity vs. 95% 
in the same week a year earlier. In 
effect, the packaging materials makers 
have boxed themselves in temporarily. 

But despite its ups and downs, 
paperboard can be a very profitable 
business. A living proof of that is 
Union Bag-Camp’s Chairman Alex- 
ander Calder, who runs one of the 
most profitable companies in the en- 
tire paper industry. Before taxes, his 
profit margins run on the lofty order 
of 24% to 27%. 

One reason is that Sandy Calder 
has concentrated most of kraft pro- 
duction in one huge, low-cost plant 
in Savannah, where Union Bag turns 
out floods of paper bags (about 30% 
of output), container board (33%), 
corrugated boxes and sheet (14%) 
processed from slash pine pulp from 
Georgia’s nearby forests. Aside from 
a bit of nepotism—he installed his 
son Alexander Jr., as president last 
year—Sandy Calder is recognized as 
one of the shrewdest operators in the 
business. 

Last year Calder decided that it 
was time to spread out beyond Geor- 
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Millions of Tons 
PAPERBOARD 
PLUNGE 


Production is not keeping up with the 
industry's ambitious building. 
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gia. Occasion: a merger last July 
with Virginia’s Camp Mfg. (annual 
sales: $34 million), which gave Cal- 
der a strategic foothold in bleached 
kraft. Calder is pumping $18 million 
into Camp to boost its bleached kraft 
output 40%. It remains to be seen 
how well this move pays off; many 
other papermen are also expanding in 
this category right now. 

Twice the size of Union Bag, Con- 
tainer Corp. makes more paperboard 
than any other outfit in the industry, 
and it has never stuck to home base 
as Calder has. Ever since he founded 
the company, Chairman Walter Paep- 
cke, 60, has put his mind to setting 
up a nationwide string of box plants. 
Unlike Calder’s big Savannah plant, 
which eats up Georgia pine, many of 
Paepcke’s box plants eat up waste 
paper, which can only be obtained 
cheaply and in good quantities in 
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large cities. Moreover, to keep ship- 
ping costs low, box plants ideally 
should be located near their biggest 
customers. As a_ result, Container 
Corp. now runs board machines and 
auxiliary equipment in no less than 
37 locations. 

Paepcke apparently has no fears of 
being boxed in by overbuilt capacity. 
During the year he laid plans to build 
a new folding carton plant at Renton, 
Washington and a $30-million kraft 
pulp and board mill in Alabama. 

Prudence or Sour Grapes? 

Probably for sheer growth, few 
paper companies could match that of 
San Francisco’s Fibreboard Paper 
Products Corp. last year. As head of 
Pabco Products, President William L. 
Keady was primarily in the building 
materials and _  hard-surface floor 
coverings business. But early last 
year he paid Crown Zellerbach $37.8 
million for its share of jointly owned 
Fibreboard Products, Inc. That put 
him squarely in the paper business, 
and he changed his company’s name 
to match the facts. The results were 
startling. For one thing, Keady’s sales 
immediately jumped from $30 million 
a year to “at least $126 million.” For 
another, he found himself an impor- 
tant factor in the paperboard market. 

Keady means to exploit this posi- 
tion to the limit, and for a very good 
reason. Some 75% of his sales as now 
constituted come from paperboard, 
the rest from building materials. But 
the paperboard accounts for no less 
than 90% of his profits. Naturally, he 
means to plow the bulk of his avail- 
able cash into paperboard production. 
But unlike other papermen, Keady 
wants to do it entirely out of his own 
pocket. Says he: “We won’t build 
anything on borrowed money.” This 
may or may not be smart, and it may 
be just a little bit sour grapes. Under 
the right circumstances, debt is not a 
sin but an opportunity. But Fibre- 
board is too new an enterprise as 
now made up to have a top credit 
rating with lenders. 

Food for Thought 

Keady used to head another big 
paper outfit with a somewhat similar 
product mix. Today Marathon Corp. 
is headed by one John Stevens Jr., 
whose plants spoke out from Wiscon- 
sin and produce protective printed 
wrappers, containers and foodboard. 
Much of the board is used in such 
items as oleo cartons, frozen food 
containers, bacon separators and 
paper pails. Altogether, they account 
for some 75% of Marathon’s output. 

To keep his share of this fast-grow- 
ing market field, Stevens last year 
budgeted $132 million to be spent 
through 1959. About $55 million of it 
will go into new construction, in- 
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cluding a pulp and paper mill in Ala- 
bama with a planned 300-ton-a-day 
capacity in bleached sulphate pulp and 
three large paper machines. It should 
go into operation in 1958 and 1959. 

Just to keep up with the industry’s 
growth, Stevens believes, Marathon 
will have to boost its sales from 6% 
to 8% a *year. But can foodboard 
sales really be expected to grow this 
fast? In the past few years they 
have—and more. In 1954, the U.S.’ 
total foodboard output ran to only 
999,000 tons; a year later it stood at 
1.1 million tons. As now planned, the 
mills will be turning out an addi- 
tional 476,000 tons by 1958. In short, 
foodboard capacity will have risen 
nearly 50% in less than three years. 
For a relatively new and untested 
market, this is a large amount of new 
capacity. 

Stevens, however, has other strings 
to his bow. Four years ago Marathon 
bought Northern Paper Mills, thus 
added high-profit toilet tissue, towels 
and similar household items to his 
line. They now account for nearly 
one fourth of Stevens’ sales. But for 
Wall Street, Marathon has been some- 
thing of a disappointment. For 
several years’ expenses of conversion 
at its big Oswego plant dragged down 
profits, which have never shown quite 
the buoyancy expected. 

Clean-Up Men 

One group of products Americans 
can never seem to get enough of are 
toilet and facial tissues, and paper 
towels as well. Scott Paper Co., which 
makes more toilet tissue, pape: towels 
and wax paper than any other pro- 
ducer, has never been able to keep 
up with the demand, at least until 
recently. Three years ago, when Scott’s 
sales were $228 million, Chairman 
Thomas B. McCabe set his sights on 
sales of $300 million by 1958. He 
probably will make it; Wall Street 
estimates that Scott wound up 1956 
with sales of about $270 million. So 
Scott should reach its target this year. 
Now McCabe’s new goal is $500 mil- 
lion by 1961. 

Scott’s biggest competitor is Kim- 
berly-Clark, the world’s biggest pro- 
ducer of cellulose wadding, an item 
used in Kimberly-Clark’s Kotex, 
Kleenex and Delsey tissue products. 
Both companies have grown about as 
fast, with Kimberly-Clark’s sales up 
from $227.4 million in its 1954 fiscal 
year to a probable $278 million for the 
current fiscal year (ending April 30). 

But where Scott controls about 
38% of the U.S.’ toilet paper market, 
Kimberly-Clark boasts only 10%. In 
Scott’s case, branded items like Scott 
Tissue represent about three quarters 
of total gross; in Kimberly-Clark’s 
about two thirds. But if Kimberly- 
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Clark trails in toilet tissue (Delsey 
brand), it stars in sanitary napkins 
(60% of the U.S. market) and clean- 
ing tissues (50% of American sales). 

Kimberly-Clark’s other pre-emi- 
nent claim to fame is as the U.S.’ 
largest maker (25% of the total mar- 
ket) of publication-type coated pa- 
pers, and as one of the largest pro- 
ducers of book paper (10% of the 
U.S. market). It also has part owner- 
ship in two newsprint companies, but 
does not consolidate these earnings. 
In May, it also merged Neenah Paper 
Co., a sizable producer of rag bond 
writing papers, through an exchange 
of stock. 

Such thorough diversification usu- 
ally wins Wall Street’s hearty ap- 
proval. In Kimberly-Clark’s case, 
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however, these non-consumer lines 
have resulted in its stock being 
valued at less than Scott’s, since the 
profit spread runs considerably nar- 
rower on these items than for house- 
hold goods. Scott’s price-earnings 
ratio tends to run about double 
Kimberly-Clark’s. Wall Street’s rea- 
soning: Scctt’s greater dependence on 
sanitary papers makes it a stronger 
defensive issue than Kimberly-Clark. 

Not that Scott is a slow mover. 
Actually, McCabe has built up his 
investors’ equity faster than any of 
the other companies surveyed here. 
And, as the Yardsticks shuw. Scott's 
McCabe has earned 32.7 additional 
cents per share for every dollar per 
share he has plowed back irio the 
business over the past five years. 
Kimberly-Clark has made each 
plowed-back dollar produce only 2.3c. 
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Both Scott and Kimberly-Clark 
were aggressively on the lookout for 
new business last year, and they 
found it abroad. (The gain in tissue 
sales at home was a good 7.1%.) 
Scott’s deal was with Great Britain’s 
Bowater Organization, giving the 
British papermaker the right to pro- 
duce Scott tradémarked items in the 
United Kingdom. Kimberly-Clark, for 
its part, invaded Britain to buy Reed 
Paper, a noted producer of such items 
as barber shop specialties and creped 
wadding. 

Hard-Grained Gamble 

Newsprint, despite the voracious 
demand, is one item that American 
companies cannot make in huge 
quantities at home—with one excep- 
tion. The reason is that the U.S. sup- 
plies of suitable soft pulpwood are 
inadequate to supply the market, a 
big part of which is filled by Canadian 
newsprint. 

The one exception is Maine’s Great 
Northern Paper Co. Small by 
comparison with the other companies 
reviewed here, it is the largest 
domestic newsprint producer. (In- 
ternational Paper makes more news- 
print than Great Northern, but much 
of it in Canada.) 

At the rate North American news- 
print capacity is being enlarged, it 
may not be too long before the supply 
catches up with demand. Neverthe- 
less, last year Great Northern’s Presi- 
dent Manuel C. McDonald went 
ahead with plans to up his output. So 
far McDonald has completed a $45- 
million expansion program at one of 
his mills, which added 40% to its 
capacity. Now he is spending another 
$17 million to build up the facilities 
with which Great Northern makes 
its own power. 

To McDonald’s great credit, it is 
unlikely that any such great expan- 
sion would have been undertaken if 
he had not taken a daring gamble 
three years ago. At that time he sank 
$330,000 into a pilot plant to test a 
radical new idea: that previously un- 
usable hardwood could be ground into 
paper fibers. When he proved that it 
could, he vastly increased the value 
of Great Northern’s 2,259,000 acres of 
Maine timberland, treed with 60% 
softwoods, 40% hardwoods. Says one 
aide: “It’s like suddenly discovering 
a million acres of pulpwood—all 
free.” Eventually one fourth of the 
pulp used by McDonald’s East Milli- 
nocket mill will be made from hard- 
wood. 

Last year McDonald cashed in 
handsomely on the raging demand for 
newsprint. In the first 40 weeks, his 
sales were up from $41.9 million to 
$51.3 million, and his net climbed 
from $3.6 million to $4.7 million. 


METAL FABRICATORS 


Life is not easy for the independent fabricators— 

even in boom times. Reason: almost universal com- 

petition from better-heeled integrated giants. In in- 
dustry’s slack years, the pinch is even tighter. 


HEREWITH Forses’ editors take a look 
at a representative sampling of a 
hardy, and often hard-pressed breed: 
the nation’s myriad independent 
metal fabricators. No one of the 
quintet is free from blots somewhere 
on its corporate escutcheon. In some 
cases—General Cable, U.S. Pipe & 
Foundry, and A.O. Smith—they are 
historical remnants which are rapidly 
being erased. In the other two— 
Crown Cork & Seal and Grinnell 
Corp.—the stains mar” the lively 
present. 
Sinews of Industry 

In a very real sense, metal fabri- 
cators cover almost as much territory 
as U.S. industry itself. For metals 
are the very stuff of industry, and 
scarcely any producer of capital goods 
worthy of the name does not shape 
them. Thus the rivals of the so-called 
“independents” virtually comprise a 
roster of blue chip companies, rang- 
ing from such metal giants as Ana- 
conda, Alcoa and Big Steel to such 
specialists as American Can and 
National Supply. 

This creates a double pressure. 
Not only are the independents up 
against heavyweight competition, 
but the rivalry is for a constantly 
fluctuating market. From cycle to 
cycle of capital goods boom, the in- 
dependents’ sales and earnings tend 
to roller-coaster. Even those who tie 
their fortunes to consumer goods 


86 


mostly ride in the rumble rather than 
the driver’s seat. For it is just when 
an independent’s operations begin to 
show a tidy profit that the idea is apt 
to occur to his customers that it might 
be advantageous to integrate their 
own operations. With the nation’s 
economy at flood tide, many a fabri- 
cator has already been swallowed up 
either by a big metals outfit at one 
end, or by a capital goods maker at 
the other. 
Piping Hot 

Two of Forses’ sample of five— 
U.S. Pipe and A.O. Smith—are 
heavyweights in their own right, and 
not likely to become so submerged. 
A third—General Cable—is also an 
industrial heavyweight, but already 
one-third controlled by a_ metals 
giant, American Smelting & Refining. 
All three companies rank in their 








BOX SCORE 


Here is how FORBES’ editors rate 
the management abilities of five 
leading independent metal fabrica- 
tors (ideal score: 100). 


A. 0. Smith Corp. ($127.4)* 

Grinnell Corp. (105.1)+ 

U.S. Pipe & Foundry Co. (96.3)+ 
General Cable Corp. (97.3)** 

Crown Cork & Seal Co. Inc. (84.6)+... 


Total assets in millions shown in parentheses. 
*7/31/56 +12/31/55 **9/30/56 
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class among the best of the breed. 

Both U.S. Pipe and A.O. Smith are 
blessed with one of the hottest mar- 
kets anywhere: U.S. industry’s vora- 
cious hunger for pipe of all sizes, 
materials and uses. Each outfit has 
an advantage of its own. In the case 
of Smith’s tubular steel goods, the 
pipe hunger is probably sharper; but 
so is the competition. Not only is 
Smith normally up against such rivals 
as Republic Steel and Youngstown 
Sheet & Tube, but the pipe Smith 
makes for the natural gas and oil in- 
dustries comprises only one third of 
its sales. Accounting for the rest: its 
traditional business, auto frames (also 
one third of sales) and a grand mis- 
cellany of other items including glass- 
lined water heaters and_ gasoline 
pumps, welding equipment and air 
conditioning units. 

U.S. Pipe’s long suit is the cast iron 
pressure pipe and fittings used in 
water and gas mains; so long a suit, 
in fact, that U.S. Pipe accounts for 
roughly half the nation’s entire out- 
put. 

Cast Iron Constitution 

By any standards, it is Birming- 
ham’s U.S. Pipe & Foundry which 
steals the show at annual report 
times—and in Forses’ ratings. Not 
one of the other quartet comes close 
to matching U.S. Pipe’s handsome 
pretax profit margins—20.7% in 1955, 
the latest reported full year. What’s 
more, they have been steadily rising 
throughout the last five years, a turn- 
about from the industry’s normal 
pattern. 

Nor does any of the quintet man- 
age as handily as does President 
Claude Lawson, 61, to combine a lib- 
eral payout (see Yardsticks) with a 
knack for turning plowed-back dol- 
lars into new earning power. For 
every dollar Lawson has kept back 
from stockholders over the past five 
years, he has boosted per share earn- 
ings a hefty 25c. Only General Cable 
comes anywhere close to that show- 
ing. 

U.S. Pipe’s cast-iron constitution 
has not always. been such. Before 
1952, when Lawson took over, the 
big pipemaker’s profit margins had 
been tending to wither away. (Only 
since then have they regained the 
level of the late 1930s.) Just prior 
to Lawson’s accession, U.S. Pipe’s 
newly-acquired concrete pipe sub- 
sidiary had turned in losses for two 
straight years. However, consolida- 
tion of Sloss-Sheffield Steel & Iron— 
U.S. Pipe’s traditional supplier, and 
until then 55%-owned by the com- 
pany—helped to boost profits. 

The integration Lawson has since 
pushed goes a long way toward ex- 
plaining why U.S. Pipe’s average 
earning power on invested capital— 
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How profitably is management putting stock- 
holders’ investment to work? Colored bar 
shows net as % of investors’ equity per share, 
averaged for latest five years. Broken bar 
shows indicated rate for latest 12 months. 
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How fast is management making stockholders’ 

equity grow? Bar shows average % increase 

(solid color) or decrease (broken color) over 
latest reported 5-year period. 
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PAYOUT VS. PLOWBACI 

How liberally is management sharing profits 
with its stockholders? How much of earnings is 
being retained in the business? Solid portion 
shows dividends, broken portion reinvested 
earnings. Basis: latest reported 5-year period. 





PROFITS VS. PLOWBACK 


How effectively is management putting 

plowed-back earnings to work to create addi- 

tional profits? Bars show increase in per share 

earnings from 1948-50 base as % of cumu- 

lative plowback per share over letest re- 
ported 5-year period. 
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11.2%—lags behind General Cable’s 
lusher 16.7% return. Integration eats 
up capital, requires a large base of 
equity. But as Forses’ Yardsticks 
show, Lawson had _ succeeded in 
boosting his. common stock’s earning 
power considerably by 1955, although 
it probably fell off somewhat last 
year. But because of the larger 
equity base, U.S. Pipe’s invested 
capital has tended to grow more 
slowly than either Grinnell’s or Gen- 
eral Cable’s in terms of percentage. 
Because so much of U.S. Pipe’s 
output goes into cast iron pressure 
pipe for water, gas and industrial 
use, Lawson keeps his eye cocked on 
the expansion of suburbs. At last 
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look, it was a handsome sight. Right 
now this is a $1.2-billion annual mar- 
ket. But with the U.S.’ citizenry 
proliferating fast, and spreading out 
into the hinterlands even faster, it is 
likely to grow to a $2.5-billion annual 
market within the next decade. Law- 
son also has good reason to hold high 
hopes for his United Concrete Pipe 
subsidiary, which ran at a loss until 
1953. Says an aide cautiously: “It is 
no longer unprofitable.” 
Too Little Debt? 

Under Lawson’s guiding hand, U.S. 
Pipe is now integrated literally from 
the ground up. The coal, iron ore and 
limestone it needs come largely out 
of its own reserves near Birmingham 
(U.S. Pipe is also a big user of 
iron scrap), and are turned into pig 
in four of its own blast furnaces at 
Birmingham. Late this year Lawson 
will have a new 350,000-ton capacity 
blast furnace in operation, replacing 
a good part of existing 500,000-ton 
capacity for a net gain of about 20%. 
Last year also saw 30 new coke ovens 
go into operation, which give off such 
valuable chemical by-products as 
benzene and naphthalene. 

With prices rising—one $4 per ton 
for pig iron and one $6 per ton hike 
for fabricated pipe last year— 
Lawson seems about to enjoy the 
payoff on an arduous building pro- 
gram. And with cash & receivables 
far outrunning current liabilities, his 
balance sheet is black and solid. Per- 
haps, however, stockholders could 
wish one thing: that U.S. Pipe’s 
token $45,000 long-term debt, the 
residue of senior capital financings 
since retired, was a little larger. Ob- 
ject: greater leverage for the com- 
pany’s common. 

Industrial Low Road 


Far from first on Forses’ fiscal 
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RED HOT, GLASS-LINED TANK (1600°F) AT A. O. SMITH WORKS 
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scoreboard is Milwaukee’s A.O. Smith. 
A family-dominated outfit (52% of 
the common is still held by the Smith 
family), its fortunes have historically 
been geared to Detroit. And even 
today it makes some 35% of the U.S.’ 
auto and truck frames, mainly for 
Chevrolet, and in a lesser way for 
other General Motors divisions and 
Chrysler. 

As far as profits go, this has be- 
come an industrial low road. A.O. 
Smith’s distinction is that it was not 
content to merely stick to it. Under 
young President Lloyd Bruce (“Ted”) 
Smith, 36, the company has launched 
out into some of the most promising 
fabricating items around. First of 
all, the booming tubular steel goods 
market. By records of Pipe Line In- 
dustry, natural gas and oil companies 
laid an average of 13,000 miles of 
pipelines annually during the past 
decade; last year it was an estimated 
17,150 miles. 

But Smith’s welded industrial ar- 
teries do not pipe continual gravy 
into its coffers. The heavy steel plate 
that goes into tubular goods is also 
used by the nation’s shipbuilders, and 
their current hunger for it is extreme. 
Thus though the steel industry is 
turning out steel plate at capacity, 
nobody gets enough these days. Nev- 
ertheless, since last summer’s steel 
strike, A.O. Smith’s pipe works has 
led all other divisions in rise in ship- 
ments. 

Ted Smith also has pumped a small 
part of his current four-year, $50- 
million expansion program, begun 


last year, into his Milwaukee pipe 
mill. Partly as a result, he wound up 
his 1956 fiscal year (ended July 31) 
with just a token boost of 0.5% in 
sales—to $238.2 million—but an 18.1% 
increase in net—to $7.1 million. 


Even in good years, a hard time. 
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By some standards, it was no phe- 
nomenal showing. At 5.8%, Smith’s 
pretax profit margin is still low. 
Back in 1948, A.O. Smith turned in 
an 8.1% profit margin on sales of 
only $139.5 million. 

But in perspective, it was some- 
thing of a triumph. By 1954, Smith’s 
margins had sagged as low as 4.7%, 
and even in Detroit’s big auto year, 
1955, the margin had only been 5.4%. 
For the last half of fiscal 1956, Ted 
Smith had no such huge demand 
from Detroit to help him. Orders for 
frames for the 1956 models dropped 
off to 1.6 million from the 2 million 
ordered for 1955. This fiscal year, 


however, orders for Smith’s frames 
showing a 


and chassis parts 
healthy upsurge. 
Wheels Within Wheels 

There are wheels within wheels in 
Ted Smith’s calculations. Two thirds 
of his business is still highly cyclical, 
and there is little he can do about 
either Detroit’s or the oil and gas in- 
dustries’ varying needs for his prod- 
ucts. Result: his profit margins are 
still far from secure. 

It is thus to the remaining third of 
his business that he must turn as the 
potential balance wheel in A.O. 
Smith’s fortunes. As Ted Smith him- 
self points out here, “It is brainwork, 
not physical assets, that pays off.” 

Ted Smith and his lieutenants have 
not shrunk from the necessity of liv- 
ing by their wits (although their 
efforts have still to prove out). To 
mobilize A.O. Smith’s brainpower, 
last November Ted Smith formed an 
engineering service subsidiary which 
will supplement the engineering pro- 
grams of each division and also con- 
tract its services to outside customers. 
High on the agenda: design of “the 
auto frame of the future.” 

Another promising innovation, al- 
ready accomplished: A.O. Smith- 
engineered technique of fusing glass 
to steel. Thanks to it, Ted Smith 
now commands 17% of the U.S.’ water 
heater market. Other promising ap- 
plications: corrosion-resistant smoke- 
stacks for industry; chemical vats 
and piping; king-sized, glass-lined 
“Harvestore” silos for the farm. 

Yet unlike U.S. Pipe, which has no 
debt but could easily support one, 
A.O. Smith has $37.9 million in long- 
term debt which it can manage only 
with difficulty. Whereas debt for U.S. 
Pipe might mean a profitable lever- 
age for common stockholders, for 
A.O. Smith it means a drain on lim- 
ited earnings. 

Yet it is hard to see how Ted Smith 
could have avoided borrowing if he 
means to shore up A.O. Smith’s for- 
tunes. The ultimate test will be 
whether his outlays produce profits 
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MACDONALD 


LAWSON SMITH 
which consistently outrun the cost of 
the money he has borrowed. Thus 
on Forses’ scoreboard, A.O. Smith 
rates its marks more for effort than 
for present results. 
High Wire Artist 

For sheer up-by-the-bootstraps ar- 
tistry, none of the managements cited 
here matches General Cable’s crew, 
led by Chairman of the Executive 
Committee Roger W. Straus, 66, (also 
Chairman of American Smelting & Re- 
fining) and President James R. Mac- 
Donald, 53. An upsy-downsy outfit on 
the record, General’s course has been 
mostly up since prewar years, when 
the big cablemaker piled up a string 
of deficits. 

In a general way, that is (e.g., book 
value has risen steadily from $5.64 
per share in 1946 to $17.36 at latest 


GENERAL STRANDING MACHINE 
The boss was humming. 
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report); not in profit margins. In 
that all-important respect, General 
Cable’s fortunes have looked up only 
since 1949, when its pretax profit 
margin sank to a low, low 3.8%. Yet 
by 1951, management had margins 
back up to 14.9%, and they have been 
fairly respectable ever since. 

Where Jim MacDonald’s crew 
stars is in building up equity, which 
has gained an average of 14.6% over 
the last five years, and in converting 
that equity into earning power (see 
Yardsticks). And except for USS. 
Pipe, no fabricator by Forses’ Yard- 
sticks has more successfully put 
plowed-back dollars to work to build 
profits. 

It has not been an easy conquest. 
For one thing, General Cable has been 
up against such -stiff competition as 
Anaconda Wire & Cable and Phelps 
Dodge Copper Products. For another, 
General’s cable goes to a relatively 
unstable market. Almost precisely 
one third of the total, most of it cop- 
per strands ranging from fine wire to 
heavy underground and marine cable, 
are electrical conductors earmarked 
for utilities. Another third goes 
into telephone networks; 18% is used 
in the building trades; 8% in con- 
sumer goods; 8% by railroads, de- 
fense, others. As go their fortunes 
and bents for expansion, so goes Gen- 
eral Cable’s. 

One other big item: raw materials, 
among which copper is quite impor- 
tant, absorbed 65c of MacDonald’s 
sales dollar. (Wages accounted for 
around 17%). But last year MacDon- 
ald was as happy about his metal re- 
quirements as A.O. Smith’s Ted 
Smith was unhappy about his. After 
soaring to a peak early last year, 
copper prices are on the decline and 
the supply is growing abundant. 

On the Up & Up 

But this is not the oniy reason 
General’s brass are humming these 
days as happily as their own tele- 
phone cables. Last year was one in 
which MacDonald proved an “I told 
you so.” Long since, he had predicted 
that the coming thing in overhead 
transmission lines for utilities would 
be aluminum cable, and he set his 
researchers to work devising new 
methods of making it. By last year, 
nearly every public utility company 
in the nation was. concentrating 
much of its engineering on use of 
aluminum in place of copper. Mac- 
Donald’s foresight has given General 
Cable a generous headstart in sup- 
plying the demand. Also definitely 
on the plus side of the ledger: a good 
supply situation shaping up in the 
white metal. 

Neither has MacDonald been shy 
of laying out large sums for expan- 
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ven in good years, a hard time. 
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ECUADOR 


THIS LIVING CIRCLE STRENGTHENS THE AMERICAS 


The Maya civilization, centuries ago, rose to great 
heights and then perished in the jungle. Why? 
Perhaps because this remarkable people relied on 
one crop—corn; perhaps because they lacked eco- 
nomic and cultural contact with others. 

We of the Americas now realize that Interde- 
pendence is the key to our survival. Today not one, 
but many crops and products flow northward from 
Central America. . . coffee, hides, lumber, bananas, 


cacao, abaca... 

Dollars for these crops and Central America’s 
goods and services flow southward. They buy re- 
frigerators, telephones, cars, tractors, and other 
manufactured articles. 

Thus we have a living circle of economics that 
strengthens the Americas, bringing the people of 
the American Republics closer and closer in bonds 
of friendship and better living. 


United Fruit Company 


United Fruit Company has been serving the Americas usefully for 56 years— 
reclaiming wasteland, stamping out disease, developing human skills, helping 
by research, new techniques and transportation, to increase the production 


and sale of bananas, sugar and other crops, and expediting communications. 
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sion, which have totaled about $7.5 
million since 1955. They went to pay 
for: 1) four new fabricating plants, 
plus an interest in a fifth; 2) two 
new plants making telephone cable; 
3) a vigorous pruning of methods and 
costs; 4) decentralization of manu- 
facturing units to tighten up supervi- 
sion; 5) a number of new distribution 
centers to upgrade General’s service 
to customers. 

Even before his books closed on 
1956, MacDonald was predicting solid 
gains for General Cable in every con- 
ceivable category. He forecast sales 
up a thumping 46.8% to a probable 
$190 million, and he ceolly spoke of 
a whopping 83.2% boost in net profit 
to about $12 million. 

But his good news did not end 
there; he was also bullish indeed on 
General’s 1957 outlook. His guess: 
sales up another 20% or 25% to about 
$240 million, net up from last year’s 
estimated $4.25 a share to $5. And it 
was not entirely guessing; General’s 
books were fat with forward orders 
at year’s end. Yet it is probable that 
not until 1958 will General Cable 
feel the full effects of MacDonald’s 
and Straus’ vigorous expansion and 
efficiency efforts. 

Warning Signals 

How Providence, Rhode Island’s 
Grinnell Corp., the nation’s largest 
maker of automatic fire protection 
equipment, fared last year is any- 
body’s guess. Management in the 
person of President James DD. 
Fleming, 60, just won’t say; he never 
issues interim reports. Why? “It’s 
company policy.” Why is it policy? 
Treasurer Clarence H. Rison answers: 
“We're just a little old New England 
company that never grew up.” 

In a lot of ways that is true. Some 
years ago, for example, Grinnell 
dropped all employee publications 
because “they cost too much.” Yet 
Grinnell shows up well on Forses’ 
Yardsticks, except in one important 
respect: its indifferent success in 
converting the lion’s share of earn- 
ings it retains after dividends ($3 on 
$16.64 per share earnings in 1955) 
into new earning power. And it is 
certainly a good question why, hav- 
ing been so parsimonious with stock- 
holders, management neglects to 
justify adequately and often why it 
has been so. 

Actually, the biggest part of Grin- 
nell’s volume derives from plumbing 
and heating fixtures, largely pipe fit- 
tings and valves. And some facts 
speak louder than words: with build- 
ing activity down this year, Grinnell 
probably felt some pinch. But an- 
other fact offsets these bad tidings: 
estimated fire losses in the United 
States for the first nine months of last 
year were up 10%, probably totaled a 
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GYRATING 
LIFELINES 


Profitability for independent metal fabricators 

dep upon ting the -and-bust cycles. 

This is how the profit margins of five representotive 
companies hove fared: 
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record $1 billion for the full year. The 
burglary toll also set a new high. 

Such ill winds, though they blow 
no good to the nation at large, boost 
Grinnell’s prospects. Gainers: Holmes 
Electric Protective Co. (burglar alarm 
and bank vault sentinels), wholly 
owned by Grinnell, and American 
District Telégraph (automatic fire and 
burglar alarm protection devices), 
67%-owned by the Providence fabri- 
cator, not to speak of the partly owned 
Automatic Fire Alarm Co. of Dela- 
ware. 

This much is known about Grin- 
nell’s course last year: while sales and 
competition were probably up, oper- 
ating costs were up even more. Re- 
sult: lowered profit margins. 

Uneasy Crown 

Down in Baltimore, President Rus- 
sell Gowans of Crown Cork & Seal, 
the U.S.’ largest producer of bottle 
caps and closures, is respectably 
candid and regular in his reports. 
But what he has to report is sorry 
enough: mediocre earnings and de- 
teriorating profit margins. Report 
after report add up to the same story: 
the faster Gowans and his aides run, 
the farther they fall behind. It’s man- 
agement’s own loss also; they control 
some 27% of the company’s common. 

Last year Gowans was doing the 
conventional things. He was plowing 
nearly a million dollars a year into 
research. He was decentralizing 
Crown’s operations. He had started 
a complete review of the company’s 








inventory position, which has tied up 
big chunks of Crown’s working capi- 
tal and put a pinch on available cash. 

He was also looking for ways and 
means to make his $21.4 million 
funded debt and 275,000 shares of $2 
cumulative preferred stock less of a 
roadblock to payouts on the common. 
At present some $1.2 million a year, 
or a good $1 a common share, is 
siphoned off earnings to repay the 
debt. Thus stockholders at the end 
of the line have been left with only 
an estimated 40c a share to call their 


own. (In 1951, they got a lordly 
$1.25.) 
That, of course, is as true for 


Chairman of the Board John J. Nagle 
and President Russell Gowans as it 
is for any of Crown Cork & Seal’s 
4,452 other common stockholders. But 
this hardly balms the hurt. Moreover, 
both Nagle and Gowans have been 
notably unaccommodating in explain- 
ing just why they are unable to boost 
the fortunes of the company. 

By September, Gowans had the 
usual story to tell: sales up 3.3% to 
$88.5 million in the first nine months, 
net up 15% to a thin $1.3 million. 
Crown obviously had its troubles. 

One of them was its cap & closure 
business (roughly 50% of sales). In- 
cluded in the definition “closure”: 
bottling machinery. Price boosts did 
not help until relatively late in the 
year, and costs of cork were up. 

The other big item in Gowans’ sales 
book is his can business, which ac- 
counts for about 45% of sales. At 
best it plays a poor fourth in follow- 
the-leader to American Can, Conti- 
nental and National Can. To com- 
pound troubles, the- cost of tinplate 
(some of which Crown makes itself) 
went up 5%. 

Better Times Ahead? 

This year Gowans expects better 
in his can division, thanks to recently 
installed modern equipment and a 
livelier market. Also seemingly prom- 
ising: a new lithography works in 
Philadelphia; a timesaving can de- 
livery system which has caught the 
eye of Florida’s multimillion dollar 
citrus industry. In addition to which 
Gowans hopes to have assimilated 
certain assets, bought from Liquid 
Carbonic in 1955, to enable CC&S to 
sell to small local bottlers. 

But by the third quarter, hopes 
were still well over the horizon for 
Crown’s 4,454 stockholders. In the 
first nine months of last year, pretax 
profits were off some $400,000 (to $2.3 
million) and the pretax profit margin 
had dwindled to a shadowy 2.6%; it 
was a far cry from even the mod- 
est-6.7% pretax profit margin Crown 
pogted in 1951. In short Crown in 
name, but in reality a mighty uneasy 
one. 
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Heard about the latest 


farm surplus...money! 


For the past two years, farm lobbies 
and politicians have publicized the sad 
plight of the American farmer, who was 
becoming impoverished by falling farm 
prices and rising costs. 

But oddly enough, the US Treasury 
estimate of the farmers’ liquid financial 
assets at the start of 1956 was $16.9 
billion dollars — an all time peak, up 
from $4.1 billion in 1940, in spite of an 
8,290,000 decline in farm population 
since 1940! 

The assets include $5.6 billion in US 
bonds, $3.0 billion in savings deposits 
(both figures new highs) , $5.5 billion in 
checking accounts, and no less than 
$2.8 billion in currency. 

The fact is that farmers as a whole 
have become richer rather than poorer. 
True, many with too little capital, land, 
machinery, experience, and too little 
production, are not doing well. 

Farming is more competitive today. 
Farms are larger—the average size up 








ie i 


from 215.3 acres in 1950 to 242.2 acres 
in 1954; and use almost a million more 
tractors than in 1950. Farms earning 
more than $10,000 a year have increased 
by 91,000 in the same period. 

And farm prices rose 5% between 
November 1955 and fall of this year. 





Goon farmers are better prospects, 
and a better market, than ever before. 
And easier to sell because you can reach 
the best of them, more effectively, most 
economically, in one farm magazine — 
SucCESSFUL FARMING. 

Three-fourths of SF farm subscribers 
are in the 44% minority which earns 
91% of the total US farm income. 
They have better land, more buildings 





Merepitn Pusiisninc Company, Des Moines... 
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and machinery, better brains; get larger 
yields, higher cash incomes — averaged 


$10,000 from farming in 1955]! 

Moreover, the SuccessruL FARMING 
farm family has more spendable money 
than the urban family in the same 
income bracket. And is still spending 
heavily on better living—repairing and 
remodeling homes, adding bathrooms 
and modern kitchens; buying furniture, 
furnishings, domestic appliances, cars; 
on education, recreation, and travel. 

Because Successrut Farminc for 
more than fifty years has been helping 
farmers make more money and live 
better, no other medium can match its 
actual influence and responsiveness with 
the country’s best farm families. 

For more volume and to balance 
advertising schedules in an important 
segment of the national market where 
general media spread thin...you need 
SuccessFUL FARMING. 

Any SF office can give you the facts. 


with offices in New York, Chicago, Detroit, Philadelphia, 


Cleveland, Atlanta, San Francisco, and Los Angeles 
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How our bankers “on the Sixth” can serve you overseas 


What you’re looking into here is the sixth floor at 55 
Wall Street—First National City’s Overseas Banking 
headquarters. 


And it’s well worth looking into if you do business 
anywhere abroad or plan to. These bankers “‘on the 
Sixth,” are specialists who can keep you up-to-date on 
world trade developments. Their fund of ready informa- 
tion might save you some cable costs. Maybe even a trip. 


The officers of this supervisory group have had hun- 
dreds of years of experience as resident bankers abroad. 
They speak the language and know the customs of the 
areas they supervise. Through them information is 


available to customers from 180,000 credit files on 
foreign accounts kept current here in New York. 


These overseas experts are in daily contact with First 
National City’s resident officers who supervise more 
than 5,000 Citibankers in the Bank’s 70 Overseas 
Branches, Offices, and Affiliates. They can also call 
upon correspondent banks in every commercially im- 
portant area in the world. 


Have you a situation now where these facilities might 
come in handy? Put our overseas bankers to work for 
you. Contact them at First National City’s head office, 
or through any of our 75 Offices in Greater New York. 


The FIRST 














70 Overseas Branches, 
Offices and Affiliates 
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DEWITT ‘CLINTON ENGINE & COACHES (1831) 


RAILROADS 


Laggard of industry, good times last year only 
brought the nation’s railroads more woes—and few 
solutions. 


In a year when the rest of the econ- 
omy was exuberantly setting new 
records, the $34-billion railroad in- 
dustry remained inconso!ably stalled. 
The industry’s problem in 1956 was as 
simple and as apparently insoluble as 
it had ever been: How to make a 
decent profit during a period of in- 
flated costs? If 1956 produced more 
suggestions than usual, none of them 
brought the solution any nearer. 
Dark Cloud 

Before 1956 was much more than 
a new page on the calendar, the rail- 
roads were in trouble again. Material 
costs had been rising, and an industry- 
wide wage increase had boosted oper- 
ating expenses spectacularly. All told, 
industry operating expenses seemed 
likely to rise around $600 million dur- 
ing the year. For Eastern roads like 
the Pennsylvania and the New York 
Central, with their heavy terminal 
employment,* this meant that a rate 
increase was particularly urgent. So 
in the last weeks of 1955, they rallied 
the rest of the industry around them 
and went to the Interstate Commerce 
Commission for a 7% across-the- 
board increase in freight rates. 

This, they said, would barely lift 
their revenues high enough to per- 
mit them to do as well in 1956 as they 
had in 1955, when they managed a 
meager 4.18% return on their total 
investment (it was nevertheless their 
best showing since 1948). Instead, the 
ICC handed down a 6% increase 
which, because of “holddowns” on spe- 
cific commodities, actually amounted 


*The 10,613-mile New York Central and the 
10,641-mile Milwaukee, for instance, operate 
roughly the same number of miles of road, 
but the Milwaukee needs only 27,936 men to 
do the job, the Central 81,552. 
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to little more than 5%. It was better 
than nothing, but it left an unfilled 
gap of $125 million between 1955 
profits and 1956 prospects. 

Even at that, the outlook was not 
unrelievedly gloomy. Some roads like 
the Santa Fe and the Union Pacific 
expected (wrongly as it turned out) 
to come out more than $15 million 
ahead. Others like the prosperous 
Southern and the Illinois Central at 
least had less cause for complaint. But 
the big Eastern roads were in trouble. 
The B&O claimed the 6% increase left 
it from $4 million to $5 million in the 
hole. The New York Central com- 
plained loudly that it needed $19 mil- 
lion more, the Pennsy that it needed 
$17 million, to bridge the gap. 

By November, though there were 


BOX SCORE 


Here is how FORBES’ editors rate 
the management abilities of 15 
leading railroads (ideal score: 100). 

Pennsylvania ($3,037.3)* 

New York Central (2,638.2) 

Southern Pacific (2,039.3). 

Santa Fe (1,533.2)..... 

Union Pacific (1,434.0) 

Baltimore & Ohio (1,263.0). . 

Chesapeake & Ohio (982.6)... 

Great Northern (937.0).... 

Northern Pacific (923.4).... 

Missouri Pacific (911.0) 

Southern (856.2).... 

Illinois Central (688.0). . 

Milwaukee (674.0)......... 

Louisville & Nashville (642.0). 

Norfolk & Western (631.3) 


*Total assets in millions shown in paren- 
theses as of 12/31/55. 











some striking exceptions, it was 
abundantly clear that the ICC’s in- 
crease had indeed not been enough. 
With business up only 5%, expenses 
had climbed 7%. Result: the carriers’ 
profits dipped 5.1%. Promptly the in- 
dustry set about compiling evidence 
to support yet another rate hike. 
Cost Control 

At the same time they also took the 
only other path left open to them- 
trying to boost their long-term profits 
by increasing their operating effi- 
ciency. 

In 1956, the search for 
meant mechanization. If you could 
move traffic faster and cheaper, you 
could also do the same job—and 
probably others—with less equipment. 
Electronic yards might halve the time 
and the cost of sorting cars into trains. 
Diesel locomotives could boost aver- 
age train speeds and take a good 
whack at maintenance costs as 
well. Centralized traffic control could 
double the speed of trains. Some- 
times it could also reduce mainte- 
nance sharply by eliminating excess 
trackage. 

Although the railroads have some- 
times lagged on other mechanical im- 
provements, the diesel’s economies 
have been well-nigh irresistible. By 
1955, the Santa Fe, Milwaukee, Mis- 
souri Pacific and Southern had be- 
come fully dieselized. In 1956, the 
C&O retired its last steam locomotive, 
and the Louisville & Nashville failed 
to do so too only because last sum- 
mer’s steel strike slowed delivery. 

Other roads were also rushing to 
dieselize completely. Both the Great 
Northern and the Southern Pacific 
were within 5% of the target, actually 
were using steam only in peak sea- 
sons. The Pennsy, New York Central 
and B&O were 10% to 15% away, 
while the Illinois Central—which had 
gambled on reducing its heavy in- 
debtedness before turning to diesels, 
and won—was close behind. Only the 
Northern Pacific, with just a little 
more than 80% of its operations 
dieselized, was laggard. By 1958, 
steam would blow down for the last 
time on almost all these roads. 

Even the diesel was passé, how- 
ever, on the Union Pacific. UP Presi- 
dent Arthur Stoddard was putting $38 
million into 45 more gas-turbine loco- 
motives, attributed the UP’s fabled 
and unparalleled freight hauling ef- 
ficiency partly to them. On the coal- 
hauling Norfolk & Western steam is 
still supreme, but President R. H 
Smith last year enlarged his 50-unit 
diesel fleet, presumably will one day 
scrap his vast steam locomotive fleet 
entirely. 

Automated Economies 
With the economies of dieselization 


efficiency 
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largely exploited, most roads are 
turning to electronic “push button” 
yards to cut costs further. The sav- 
ings in time and money, though far 
less spectacular than those of the 
diesel, are still substantial. For in- 
stance, Pennsy’s President James 
Symes estimates that his $34-million 
Conway yard, now nearing comple- 
tion, will cut 24 hours off schedules, 
save $11 million a year. President 
Alfred Perlman figures that the New 
York Central’s new $10.8-million 
Buffalo yard will cut schedules by 
as much as 16 hours and, crediting 
some $4.5 million in salvage, pay for 
itself in five years. 

If anything, however, the Eastern 
roads, never noted for their operating 
efficiency (see table), were late in 
waking up to the advantages of push- 
button yards. The [Illinois Central 
claims to have built the first such near 
Chicago three years ago. In 1956 the 
Southern Pacific had laid out $13 mil- 
lion for new yards, the Northern 
Pacific (known in Wall Street as 
Nipper) $5.5 million, the Great North- 
ern $6.5 million, the Union Pacific 
$3.5 million, and the Milwaukee $4.7 
million. For this year the B&O, L&N, 
MoPac and Southern have already 
earmarked $45 million for such work. 

The cost to the railroads is stagger- 
ing, but there was very little choice 
indeed. “Capital expenditures,” says 
SoPac’s Donald Russell, “are the pre- 
requisites of profits. Without such 
things as our big dieselization pro- 
gram, new freight yards, and central- 
ized traffic control in recent years, our 
costs would be so high we would have 
very little left.” 

Treadmill 

As Forses’ Yardsticks suggest, many 
railroads, SoPac among them, were 
spending huge sums simply to keep 


B&O DIESEL 
This is one answer... 


HIGH COST OF EFFICIENCY 


How effective are capital ex- 
penditures in boosting operating 
efficiency? One yardstick is the 
operating ratio. For most rail- 
roads, vast expenditures have pro- 
vided no lasting gains. 


Op. Rat. 
Railroad Op. Rat. Cap. Exp. 9 months, 


1951 1951-1955 1956 
(%) (millions) (%) 


85.5% $408.1 82.16% 
85.3 390.5 80.96 
77.1 391.5 80.32 
74.7 348.1 75.55 
74.4 317.0 72.30 
81.2 138.6 80.72 
71.0 259.9 67.00 
Great Northern 74.3 140.7 75.85 
Northern Pac. 78.9 103.0 79.85 
Mo. Pac. 80.1 151.1 76.34 
73.2 139.0 69.50 
75.7 117.0 74.97 
82.7 115.3 83.80 
76.8 161.2 79.44 
66.9 123.8 69.40 


Pennsy 

N.Y. Central 
So. Pac. 
Santa Fe 
Union Pacific 
B&O 

c&O 


Southern 

ill. Central 
Milwaukee 
Louis. & Nash. 
Norfolk & West. 


from losing ground. The difficulty is 
that, beyond a certain point, such 
capital outlays produce diminishing 
returns. When first introduced, diesel- 
ization usually sends a road’s profits 
soaring; but as it nears completion, the 
rate of improvement begins to taper 
off. Thus dieselization helped reduce 
the Southern’s operating ratio from 
75.3% in 1948 to 67.7% in 1953. But 
once it was completed, it took a rising 
tide of revenues, the best in the 
Southern’s history, to reduce its oper- 
ating ratio to 65.4% in 1955. Lack- 
ing similarly heady revenue growth, 
the already highly efficient Santa Fe, 
for instance, was spending money last 
year largely to keep ahead of the in- 


flationary spiral that has beset it. 

But there is more than one way 
to skin a cat—or boost a profit. The 
Baltimore & Ohio’s startling perform- 
ance in putting its retained earnings 
to good use in the past half decade 
has been due, not so much to its 
rising operating efficiency, as to Presi- 
dent Howard Simpson's recapitaliza- 
tion program. Last year alone Simp- 
son cut his road’s heavy fixed charges 
by some $2.9 million, permitted earn- 
ings to soar. On the other hand, the 
Missouri Pacific and the Milwaukee 
show startling percentile increases, not 
because they have done extraordi- 
narily well in the 1950s but because, 
on declining revenues, they did so 
ill in the late 1940s. 

Free-spending in other respects, the 
railroads have traditionally been 
tightfisted when it comes to buying 
freight cars. As one railroad boss 
puts it: “I'd rather be turning away 
business today than depreciating un- 
used cars tomorrow.” Despite a land- 
slide of freight car orders late the 
previous year, in 1956 the carriers 
were doing just that. At the peak of 
the shipping season in October, the 
rails were short nearly 19,000 cars a 
day. Meanwhile steel mills were stor- 
ing steel on the ground and curtail- 
ing production, and bituminous coal 
operators were shutting down two and 
even three days a week. So tight was 
the pinch that John L. Lewis publicly 
congratulated the C&O’s Walter Tuohy 
for doing what was, after all, only his 
job—maintaining enough cars to 
handle all the business the mines on 
his lines could give him. 

Mammoth Mergers 

At least one major solution to the 
industry’s problems, according to Nip- 
per’s President Robert MacFarlane, 
lies in the economies of vast rail con- 


NORTHERN PACIFIC “PUSH BUTTON” CLASSIFICATION YARD 
. to rising costs, and this is another. 
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solidations. MacFarlane predicts that 
within 15 or 20 years the US.’ 451 
railroads will be merged to form per- 
haps 25 great systems. This, says he, 
“would do away with costly and un- 
necessary duplicate facilities and ser- 
vices and excessive costs for which, in 
the end, shippers and travelers pay.” 

Last spring, MacFarlane and Great 
Northern’s John Budd proposed one 
such consolidation—the merger of 
their two roads with their jointly 
owned affiliates, the Chicago, Burling- 
ton & Quincy, and the Spokane, Port- 
land & Seattle. A 1929 study had in- 
dicated savings of $10 million a year, 
but today they would probably be far 
greater—more on the order, perhaps, 
of the $25 million-a-year savings pos- 
tulated for the postponed, but still 
pending, merger of the Milwaukee 
and the Northwestern. 

Such proposals were far from vis- 
ionary. The Pennsy boasted not long 
ago that it had taken a big whack at 
its accounting costs by merging some 
64 subsidiaries in the past three years, 
while MoPac’s Paul Neff expects to 
save more than $1 million a year as 
the result of consolidating some 23 
Missouri Pacific subsidiaries during 
last spring’s reorganization. 

But giant consolidations such as 
MacFarlane proposes turn largely on 
what attitude the competition-con- 
scious ICC adopts toward them. Early 
next year, the ICC will make up its 
mind about the long-projected merger 
of the Louisville & Nashville with its 
75%-owned Nashville, Chattanooga 
& St. Louis. Estimated savings: $3 
million a year. If the ICC gives its 
okay, the way will be clear for bigger 
and more ambitious consolidations. 
Or it will if the railroads them- 


selves, out of their fear of increased 
competition, don’t set up a few road- 













































































RAILROADER MACFARLANE 
Or are mergers the answer? 
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EARNING POWER 


How profitably is management putting stockholders’ 
investment to work? Colored bar shows net as % of 
investors’ equity per share, averaged for latest five 
years. Broken ber shows indicated rate for latest 12 
months. 





5 

2 4 
ol 

9k - 
- 

6 = 
- 

3Fr = 
= 














How fast is management making stockholders’ equity 
grow? Bar shows average “%o increase (solid color) or 
decrease (broken color) over latest reported 5-year 
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PAYOUT »s PLOWBACK 


portion 


How liberally is management sharing profits with its 
stockholders? How much of earnings is being retained 
in the business? Solid portion shows dividends, broken 
reinvested earnings. Basis: 


latest reported 
5-year period. 
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How effectively is management putting plowed-back 
earnings to work to create additional profits? Bars 
show increase in per share earnings from 1948-50 base 
as % of cumulative plowback per share over latest 
reported 5-year period. 



























iS) 
a 
2 a a me es | 








TPF, SoS o Be 
s re 
Ar 

















blocks of their own. Thwarted in its 
attempt to merge the Atlantic & East 
Carolina, the Southern nonetheless 
protested the Atlantic Coast Line’s 
bid to absorb the Florida East Coast, 
and the Frisco’s efforts to take over 
the Central of Georgia. Even the 
Great Northern and the Northern 
Pacific took a dim view of the Union 
Pacific’s attempt to win control of the 
Spokane International. 
Competition Shy 

Even giant consolidations, however, 
are unlikely to do much to cure the 
industry’s traditional confusion in the 
face of competition. Too often in the 














past the railroads have preferred 
helpless lamentation to imaginative 
and aggressive counterattack. But in 
late years, possibly because of the 
$250-million truckers’ antitrust suit, 
the industry has been anxiously re- 
appraising its competitive position, 
attempting to capitalize on its natural 
advantages. 

Thus last year both the SoPac’s 
Don Russell and the Pennsy’s Jim 
Symes made a tentative peace with 
their irresistible airline passenger 
competition. The SP began selling 
United Air Lines tickets in its pass- 
enger offices—“broad-minded cooper- 
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ation,” Russell called it. For its part, 
the Pennsy began accepting Delta Air 
Lines tickets between Philadelphia 
and New York during bad weather. 
The C&O even bought a sizable inter- 
est in Slick Airways. 

It was no great new departure for 
Russell, who earlier had gone into 
trucking and pipelines when he found 
the SP losing busjness to pipelines 
and truckers. Last year, on the one 
hand, he moved to bolster his position 
as one of the nation’s major truckers 
by acquiring a major Pacific Coast 
trucking firm; on the other, to estab- 
lish integrated air-rail freight services 
with a handful of airlines. 

Russell has long taken the lead in 
beating his competition at its own 
game. Over three years ago, he put 
the SP’s immense prestige behind 
piggybacking—carrying truck trail- 
ers on railroad flatcars—and started 
what was probably the industry’s first 
concentrated effort to win back lost 
traffic since the introduction of the 
automobile. 

In theory, piggybacking combines 
the flexibility of trucking with the 
lower unit costs of rail transport. But 
this is precisely what has discouraged 
such roads as the New York Central, 
Southern, Chesapeake & Ohio and 
Milwaukee from trying it. On the 
one hand, it seems to offer the lower 
unit costs to the truckers; on the 
other, to put the railroads in competi- 
tion with themselves. For this rea- 
son, the C&O has been developing 
a dual-purpose vehicle, the Railvan, 
capable of operating on either road 
or rail, while the New York Central 
is rumored to be ready to move into 
large-scale highway trucking instead. 

New Wine, Old Bottles 

In the West, the Santa Fe, the Union 
Pacific, the Great Northern and the 
Northern Pacific promptly took up the 
SP’s lead. In the East, where the 
Long Island pioneered the idea back 
in the 1880s by hauling farmers’ wag- 
ons into market on flatcars, the B&O 
set out to establish one of the indus- 
try’s largest systems. A few months 
later, the Pennsy began piggybacking 
its own trailers, later shocked the in- 
dustry by handling common carrier 
trucks as well. Though most roads 
jealously guard the details of their 
piggyback operations, the Pennsy 
modestly admits it grossed $6 million 
on them in 1955, a probable $12 mil- 
lion last year, and expects to take in 
$100 million annually by 1960. 

The L&N and the Illinois Central 
brought piggybacking to the South in 
1955, were followed last year by the 
MoPac. For these smaller roads, ex- 
pansion has been cautious. The IC, 
for example, introduced the service 
between Chicago and Memphis in 
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“PIGGYBACK” HAUL 
Here to stay? 


mid-1955, last summer extended it to 
New Orleans, and last fall to St. Louis. 
Until recently, however, according to 
Illinois Central President Wayne 
Johnston, little if any of IC’s traffic has 
come from its considerable truck com- 
petition. MoPac’s Paul Neff, who 
boasts the industry’s most economical 
system, has had greater success. “So 
far,” he says, “we have handled be- 
tween 45 and 50 different commodities 
that we had lost almost entirely to 
trucks.” 

“There are method and equipment 
problems yet to be solved,” observes 


— THE PASSENGER PROBLEM — 


Though passenger revenues con- 
tribute a sizable percentage of 
many railroads’ total revenues, on 


an ICC basis they also hat 


staggering deficits. Out-of-pocket 
losses on passenger service are far 
less severe. (Figures for 1955): 
Passenger Deficit 
Passenger icc Out-of- 
Revenues basis” pocket loss* 
(% of tot. rev.) (millions) 
$50.0 $10.0 
37.8 N.A. 
43.5 23.0 
40.9 N.A. 
46.2 16.0 
32.6 N.A. 
12.0 4.7 
22.0 N.A. 
16.3 5.8 
15.4 N.A. 
12.7 NLA. 


Railroad 


Pennsy 19.9% 
N.Y. Central 22.0 
So. Pac. W.1 
Santa Fe 14.6 
Union Pacific 11.5 
B&O 7.7 
c&O 3.9 
Great Northern 8.5 
Milwaukee 1.9 
Northern Pac. 8.6 
Mo. Pac. 10.0 
Southern 11.0 15.3 N.A. 
Il. Central 11.8 14.2 0.8 
Lovis.& Nash. 9.6 13.1 6.0 
Norfolk & West. 4.0 10.9 N.A. 


*Includes such allied services as mail, express. 











Santa Fe’s piggyback chief, “but we're 
thoroughly convinced that piggyback 
is here to stay, and that it will grow 
rapidly.” How rapidly? To a $600- 
million business within a few years, 
says Deodal Clejan, president of 
Piggyback, Inc., and ultimately to 25% 
of the long-distance truckers’ busi- 
ness. That is clearly a far cry from 
1955’s estimated $30-million gross. 

The industry boasted at least one 
dissenter. “Piggyback,” says a South- 
ern spokesman, “has produced some 
gross for some roads, for others it has 
not; moreover, it is doubtful if it has 
produced any net except on a few 
specific hauls.” 

Disastrous Deficits 

In ,1956, most railroads were less 
preoccupied with piggyback than with 
the industry’s growing $637-million 
passenger deficit. For almost all of 
them, passenger deficits were a de- 
pressing drag on profits. For some, 
burdened with a high percentage of 
passenger and allied operations, pass- 
enger traffic seemed to threaten dis- 
aster (see table). 

For most roads, however, the defi- 
cits computed by ICC practice which 
theoretically distributes all costs pro- 
portionally between passenger and 
freight service were far larger than 
their actual out-of-pocket (i.e., oper- 
ating) losses. For roads like the NY 
Central and the Pennsylvania, a large 
part of whose physical plant is tied 
up exclusively in passenger opera- 
tions, out-of-pocket costs were almost 
as misleading as ICC accounts. Even 
ICC Chairman Anthony Arpaia has 
confessed that the ICC system is in- 
adequate. But faced with the rail- 
roads’ petition for a mere 5% increase 
in passenger fares last spring, the 
ICC could hardly have failed to grant 
it. It promised to add $30 million a 
year to the industry’s passenger rev- 
enues, but it was far from enough. 

A Way Out? 

Unless the roads are prepared to 
take on taxi competition as well, stiff 
fare increases are out of the question. 
But equipment costs are another mat- 
ter entirely. Pennsy’s Jim Symes 
points out that the railroads pay $1.8 
million for a ten-car train and engine 
today vs. only $350,000 30 years ago. 
From that he argues that if the 
railroads could get their equipment 
costs back to reasonable levels, they 
would go a long way toward solving 
the passenger problem. 

To do just that, last year General 
Motors, ACF Industries, Budd and 
Pullman trotted out five low-cost, 
lightweight trains, for each of which 
was claimed the additional virtue of 
lower fuel and maintenance costs. 
Pennsy introduced the Budd-built 
Keystone, the New York Central the 
Pullman-built Train X, and both 
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EASTERN LIGHTWEIGHT 
A sharp eye for pennies. 


tested GM’s Aerotrain. But the light- 
weights evoked no huzzahs from any- 
one, not even Symes or Perlman. As 
1956 ended, Perlman had not yet 
reached any “conclusive decision.” 
Symes confessed that neither the 
Keystone nor the Aerotrain seemed to 
be the answer, was hopefully testing 
Budd’s new lightweight Pioneer III. 
UP’s Stoddard, however, decided the 
Aerotrain was just the ticket for the 
Los Angeles-Las Vegas run, bought 
the train outright, converted two cars 
into a lounge and diner and named it 
The City of Las Vegas. 

But experimentation did not stop 
with the lightweights. In the fall, the 
B&O put a modified version of Budd’s 
self-propelled Rail Diesel Car, which 
had proved fabulously successful in 
cutting B&O’s commuter losses, into 
regular long-distance operation be- 
tween Philadelphia and Pittsburgh. 
Meanwhile, the Western roads, blessed 
with scenery passengers would pay 
to ride past, were pinning their hopes 
on glamorous variations of standard 
“heavyweight” equipment. 

Thus, the Santa Fe, though it, too, 
had tested the Aerotrain, plunked 
down $13 million for six luxurious 
Hi-Level Budd trains for its El Capi- 
tan. The Great Northern, Milwaukee, 
and Northern Pacific were stanching 
passenger losses with high-riding 
dome cars. By late fall, the Milwau- 
kee and the Union Pacific had mod- 
ernized some old sleepers, were 
charging only $7.50 more than coach 
fare on them between Chicago and 
Denver (vs. $15.25 more by Pullman), 
hoped for an upswing in business. 

Actually Milwaukee’s John Kiley 
has good reason to be pleased with 
his passenger business this year. Since 
the UP shifted its City trains onto the 
Milwaukee in late 1955, Kiley’s pas- 


Forses, JANUARY 1, 1957 


senger revenues have turned upwards 
(30% altogether) for the first time in 
five years. The new trains were add- 
ing a profitable $260,000 a month to 
the Milwaukee’s revenues. Meanwhile 
the source of Milwaukee’s unexpected 
prosperity, the Union Pacific, called 
in a consulting firm to find out how 
to halt its declining passenger busi- 
ness. 
Death Blow? 

By midsummer, both Symes and 
Perlman confessed that, in the face of 
rising deficits, they could no longer 
pin their short-range hopes on long- 
range equipment solutions to the pas- 
senger problem. They needed help, 
needed it fast, needed it now. Thus 
the two roads and a handful of satel- 
lites, among them the Chesapeake & 
Ohio, asked the ICC for a 45% in- 
crease in first-class fares, a 5% in- 
crease in coach fares. Explained Perl- 
man and Symes: “The plain facts of 
economics require that revenues at 
least equal costs.” 

The rest of the industry was 
stunned. The Western roads, much of 
whose profitable transcontinental 
passenger traffic originates in the 
East, saw it withering on the vine, 
countered with a bid for a 5% increase. 
The Eastern roads saw further sup- 
port for the recurring charge that 
they do not give a hang about their 
passenger business. “The B&O,” com- 
mented President Howard E. Simpson, 
whose road was most likely to reap 
a passenger windfall if the increase is 
granted, “is not a party to these ap- 
plications for rate increases and has 
no comment to make on them.” Added 
NP’s MacFarlane: “Yoy may be won- 
dering if the railroads really are in- 
terested in staying in the passenger 
business.” Nipper was. So was the 
Santa Fe, which began running ads to 
reassure its customers. Great North- 
ern’s Budd deplored the “pessimistic 
statements and activity by other rail 
leaders on the future of the passenger 
business. Confidence like charity,” he 
said, “should begin at home.” 

False Alarm 

The Pennsy, however, pretended 
unruffled calm. “We deny,” Symes 
retorted, “that we have any fear of 
price increases injuring the passenger 
business.” Perlman admitted that the 
Central could not be sure of what 
effect the increase would have, but 
noted that 80% of all Pullman travel 
was expense account travel. 

Though some claim that all the 
petitioners want is the right to make 
selective increases on unprofitable 
lines, the 45% petition seemed a pub- 
lic relations blunder of the first mag- 
nitude. As Walter Tuohy observed 
some months before he supported the 
petition, “Passengers are the railroads’ 
strongest potential support in help- 





ing to get out from under strangling 
state and federal regulations.” The 
Central and Pennsy anyway were los- 
ing that support. Within a few days 
after the petition was made, first-class 
traffic on the B&O was reported to 
have picked up handsomely, pre- 
sumably swelled by malcontents from 
the Pennsy and NY Central. 

Clearly the railroads are under no 
moral obligation to retain their first- 
class “luxury” travel at the expense 
of their stockholders’ pocketbooks. 
But the matter is still problematic. As 
one analyst notes, “Railroading is 
basically a volume business. I just 
wonder what will happen to freight 
ratios if you reduce that volume even 
by cutting off supposedly unprofitable 
business. Particularly since nobody 
seems to know exactly how unprofit- 
able it is.” 

Early Returns 

The Pennsy and the Central had 
good reason to be worried; 1956 had 
not dealt kindly with them. The 
slump in auto production and the 
steel strike curtailed their revenues 
and upped costs sharply. By the end 
of October, Pennsy’s net had dipped 
1.3% on a 6.6% rise in revenues. The 
Central fared even less well, partly 
because of the high cost of Perlman’s 
high-powered improvement program. 
While business was up 3.7%, net was 
down 28.5%. 

Though the Pennsy and the Central 
felt the pinch more than most, the 
auto slump also hurt revenues on the 
SoPac, IC, Santa Fe, and B&O, and 
the steel strike was felt almost every- 
where. The Western roads, despite 
their traditional high efficiency, saw 
their profits shrink, in part because 
state authorities had failed to follow 
up the ICC increase. With revenues 
up a bare 3% at most, UP, SoPac and 





WESTERN 
Scenery packs ‘em in. 


HEAVY 


Santa Fe profits were all off (1.7%, 
7.3% and 7.3% respectively). 

In the South, prolonged strikes also 
cut back revenues, helped drag down 
the Illinois Central’s net 6%. Re- 
covering from a 1955 strike, the L&N’s 
profits rose 10.6% on a 21.5% gain in 
revenues, a spectacular if not par- 
ticularly significant gain. In the 
Northwest, revenues were up roughly 
4.5%, but the Great Northern’s profits 
declined 4.7%. The Milwaukee’s rose 
4.4%, while the NP registered a 10% 
rise largely because of growing in- 
come from its timber, mining and oil 
operations. The source of the trouble 
lay, of course, with the ICC’s too-lit- 
tle, too-late rate increase. But there 
was at least this consolation—despite 
generally underpar profits, the indus- 
try seemed destined to rack up the 
third best year in its history. 

Bright Spots 

There were, however, some notable 
exceptions to the industry’s dreary 
1956 performance. Paul Neff’s heavy 
postwar maintenance program boosted 
MoPac profits 62%, while the C&O 
and the Southern, probably the in- 
dustry’s best-managed roads, were 
quietly showing the rest of the in- 
dustry how to run a railroad. While 
the Southern’s gross slid 0.1% as the 
traffic that had shifted to the South- 
ern during the 1955 L&N strike re- 
sumed its normal pattern, Harry De- 
Butts succeeded in raising his profits 
anyway. Thanks to some well-timed 
debt reduction and improved operat- 
ing efficiency, his net rose an impres- 
sive 4.3%. 

On the C&O, the nation’s largest 
coal hauler, Walter Tuohy was riding 
the biggest boom in C&O’s 170-year 
history. Under growing demand from 
utilities, steel makers, and the ex- 
port market, the moribund bituminous 
coal industry had revived smartly, 
and Tuohy handily made a good thing 
even better. With business up 11%, 
Tuohy’s high efficiency enabled profits 
to expand 12.6%. 

The B&O was also riding the coal 
boom and, like Tuohy, Howard Simp- 
son was raising profits faster than in- 
creased traffic alone warranted. On 
an 8.3% rise in revenues, net soared 
16.6%. With one hand Simpson had 
skillfully improved the B&O’s operat- 
ing efficiency, while with the other he 
had recapitalized, sharply reduced his 
fixed charges. 

Back to the Wellhead 

In September the Eastern and West- 
ern roads threw in the towel, went 
back to the ICC for a 15% rate in- 
crease, worth $1 billion a year, de- 
signed to give them a “fair rate of 
return.” In 1956, they noted, the 
industry’s earning power had slipped 
from 1955’s 4.18% to 3.99%. Symes 
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for one, made no bones about the 
urgency of his need. “The only al- 
ternative,” he said, “will be govern- 
ment operation with taxpayers paying 
the difference between charges and 
costs.” 

For most roads, however, the prob- 
lem was by no means as acute (see 
Yardsticks). Both the Central and 
the Pennsy operate in an industrially 
mature territory, lack the headlong 
revenue growth (see chart) that has 
unfailingly aided the earning power 
of such roads as the Great Northern, 
the Southern, and the C&O. With the 
coal boom to give it momentum, the 
C&O, for instance, could hardly have 
failed to do well. (Though the Nor- 
folk & Western was proof that there 
was more than coal behind the C&O’s 
prosperity.) For that matter, the Mil- 


% Increase 


REVENUE TRENDS 


1946—1956* 





Alay 
: 
Mn 
OnsPer 
ae 
mm 
la 
Ld 


waukee, with one of the industry’s 
most stagnant territories under its 
ties, could hardly have been expected 
to do much better than it has. 

An even more serious drag on the 
NY Central’s earning power, as it is 
on that of the Pennsy, MoPac, and 
B&O, is its heavy debt burden. In 
1955, interest charges consumed 48% 
of the Central’s and the B&O’s in- 
come-before-charges, 52% of the 
Pennsy’s, and 64% of the Missouri 
Pacific’s. Even the relatively fast- 
growing B&O, free of the heavy pass- 
enger deficits which put a crimp in 
Pennsy and NY Central operating 
efficiency, has only recently begun to 
shake off the load of fixed charges 
that has robbed it of prosperity since 
the Depression. 

Like the B&O, the Northern Pacific, 
despite one of the industry’s healthiest 
growth patterns, is weighted down by 
a fairly heavy load of fixed charges 
(34%); and, thanks to its thin traffic 
volume, high wage costs, and exten- 
sive branch line service, an inordi- 


nately high operating ratio. One day, 
however, Nipper’s oil holdings prom- 
ise a bonanza. 

Blue Chips 

Solely on the basis of performance 
as a railroad, only the C&O and pos- 
sibly the Southern have succeeded in 
making themselves anything like in- 
dustry blue chips. If he wants a fat 
return on his investment, the investor 
traditionally has turned to the Union 
Pacific. 

UP’s Stoddard admittedly has made 
his one of the nation’s most efficient 
and prosperous roads in its own right. 
But the UP’s exceptional earning 
power has sprung primarily from its 
extensive oil and gas properties, which 
contributed 40% of 1955’s $79-million 
net. But ever since 1953, UP’s oil in- 
come has declined, fell off 18.2% by 
1955, another 9% last year, carrying 
net with it. Yet Stoddard believes 
that his “other income” has now just 
about leveled off. In any case, with 
its huge undeveloped iron and ti- 
tanium reserves, nobody has sug- 
gested that the UP is likely to do 
much less well in the future than it 
has in the past. 

With less extensive non-railroad 
income ($8 million in 1955), the Santa 
Fe’s earning power has traditionally 
lagged behind that of the UP, at least 
partly because President Fred Gurley 
has resolutely refused to increase 
Santa Fe’s indebtedness even with 
equipment trusts. Though the sound- 
ness of Gurley’s conservative policy is 
unquestionable, some investors won- 
der whether Gurley might not have 
done better by his stockholders if he 
had taken advantage of low-cost 
equipment issues to boost his earning 
power. 

Second Round 

Clearly, 1957 bodes no good, how- 
ever, either for Santa Fe’s rate of 
return or anyone else’s. Last No- 
vember, the railroads yielded to an- 
other round of wage increases, ex- 
pected to boost their expenses $330 
million in 1957. Promptly they de- 
clared a state of emergency, rushed to 
the ICC with a request for a 7% 
across-the-board increase on top of 
the 15% petition already filed. Insiders 
predicted that the ICC would grant a 
6% increase as before. 

But across-the-board increases are 
a far from satisfactory solution to the 
industry’s rate problems. Yet a full 
hearing based on cost of services 
would take a year and a half, and few 
railroads can afford to wait that long. 
Even the NY Central’s rate-conscious 
president was concerned, however, 
with the effects. Said he: “These 
across-the-board increases just mean 
that more and more high-rated com- 
modities are going to go to the 
trucks.” 
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A new source of COPPER 


from “‘the richest hill on earth’’ 


At Butte, Montana—“‘the richest hill on earth” — 
copper’s future has never looked better. One reason 
is Anaconda’s activity at Berkeley Pit, where a 
new open pit mining operation is recovering prof- 
itable low-grade copper ore. 


Experimental work at Berkeley Pit, begun in 1954, 
assures an ore reserve of at least 100 million tons. 
Today Berkeley Pit is yielding ever-increasing ore 
tonnages. When fully developed in mid-1957, this 
project alone will be adding 65 million pounds of 
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Andes Copper Mining Company 

Chile Copper Company 

Greene Cananea Copper Company 
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copper annually to the world’s supply and will 
continue to do so for many years to come. 


Berkeley Pit is just one phase of Anaconda’s pro- 
gram which assures for Butte a mining future even 
brighter and longer than its long, productive past. 


Meanwhile, Anaconda continues to apply its more 
than 60 years’ experience, not only to the develop- 
ment of new copper sources, but to meeting the 
expanding needs of industry for more and better 
products in the entire non-ferrous metal field. 


56270A 


PRODUCERS OF: Copper, zinc, lead, aluminum, 
stiver, gold, platinum, palladium, cadmium, selentum, 
tellurtum, urantum oride, nodulized manganese 
ore and standard ferromanganese, treble- 

suzer phosphate, arsenic, bismuth, indium 


MANUFACTURERS OF: Copper and 
aluminum electrical wires and cables: copper, 
brass, bronze and other copper alloys in such forms 
as sheet, plate, tube, pipe, rod, wire, forgings, 
stampings, extrustons, Nexthle metai 

hose and tubing 



















TEXTILES 


In the industry prosperity passed by, there’s an extra 
premium on imaginative specialization and finan- 
cial resourcefulness. But the forecast is still: more 


“TEXTILE STOCKS?” observed a promi- 
ment investment trust manager re- 


cently. “Ill have nothing to do with 
them.” His reason: “poor manage- 
ment.” “It doesn’t show up directly 


in the balance sheet,” he explains, 
“but there is no more important asset 
in a difficult business like textiles than 
imagination. Unfortunately, it’s one 
commodity that has always been in 
short supply among the weavers.” 

Suggests a like-minded Wall Street 
moneyman: “Ever since the early 
Twenties, the industry’s greatest suc- 
cess has been in weaving its own 
winding sheet. It’s a pretty desper- 
ate business, but very few manage- 
ments have had the sense to get out 
of it voluntarily.” 

Always Hard Times 

One of the few who has is shrewd 
Yankee Textileman Royal Little, boss 
of Providence’s Textron Inc. A gim- 
let-eyed judge of understated assets, 
Little pulled together dozens of found- 
ering mills during the 1930s and 1940s, 
wound up postwar with one of the 
U.S.” largest textile combines. But 
Little is a financial man first, a textile 
man only a distant second. “Tex- 
tiles?” he said some time ago, “I’ve 
had enough.” 

But Little’s case is the exception. 
Most of the other big weavers who 
have left the business have not done 
so by choice. They were simply 
squeezed out. And no wonder. Ex- 
cept for a brief period in wartime, the 
weavers have been constantly in 
trouble. Between the two wars, the 
textile industry piled up a net deficit 
of more than $175 million. And apart 
from one brief seller’s market after 
V-J Day, the weavers have done 
scarcely better since then. From 1950 
on, they averaged less than 2.2% net 
profit on sales. 

Capital Shrinkage 

The result has been a constant 
whittling down of both stock prices 
and underlying stockholders’ equity 
throughout the 1950s. This is true even 
of such potent competitors as J. P. 
Stevens, the nation’s No. Two weav- 
er. Since 1951, it has barely managed 
to increase its book value (from 
$47.60 to $48.39 per share). And this 
at a time when many industrial com- 
panies were doubling and redoubling 
stockholders’ equity. If inflation is 


reckoned in, the apparent slight gain 
is actually a loss. 
Even at that, the Stevens stockhold- 
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cloudy weather ahead. 


Love was abandoning his place in the 
women’s apparel converting field. If 


er has fared better than most. In- 
vestors who succumbed to the lure of 
Cone Mills’ first public stock offering 
—in 1951 at $28 a share—have seen 
the market for COE drop steadily ever 
since. Last year it fell as low as 14, 
and has never come close to duplicat- 
ing the offering price. Two impor- 
tant exceptions in this regard: 1) 
ably managed M. Lowenstein & Sons, 
whose common has never since dipped 
below its 1952 low, and never in the 
last two years sold below its 1951 
high; 2) sheet and towel specialist 
Cannon Mills, whose stock has also 
shown remarkable stability—if no ap- 
preciable growth. Both manage- 
ments have steadily built up basic 
book values of their common. 
Warp & Woof 

Of what stuff are textile manage- 
ments made? On any examination, 
the conclusion must be: a warp of 
desperate optimism, a woof of recur- 
rent disillusionment. The optimism is 
usually abundant. “Bic Upswinc In 
TextTiLes WitTHin Decape CERTAIN,” 
headlined the Daily News Record re- 
cently in reporting a talk by Burling- 
ton Industries’ Chairman J. Spencer 
Love at Greensboro, N. C. To many 
an investor, it was a case of “I think 
I’ve heard that song before.” Yet even 
Love wasn’t too cheerful about im- 
mediate prospects. “There is noth- 
ing,” he says, “in general sales and 
profit outlook for 1957 to be overly 
optimistic about. Profit margins con- 
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tinue low, the threat of imports from 
low wage countries has still not en- 
tirely vanished, and costs keep rising. 

Burlington’s Love may well be ex- 
cused his future-oriented optimism as 


a counter to Burlington’s present 
trials. For the hard fact is that the 
years since 1948, when Burlington was 
at the height of its prosperity, have 
not been especially kind to the na- 
tion’s largest textile combine. At high 
tide, Love’s integrated giant rang up 
a $62.4 million operating profit on 
$288.2 million sales. By contrast, in 
its 1956 fiscal year (ended September 
30) Burlington showed just $31.2 mil- 
lion in operating profits on sales of 
$636.4 million. 

In short, although sales have better 
than doubled, they produce precisely 
half as much operating profit. Worse, 
operating margins, which averaged a 
fairly stable if unspectacular 9.4% 
between 1951 and 1955, have now 
fallen to 4.9%. 

Temporary Indecision 

Since Burlington’s ills are a pa- 
radigm of the whole industry’s for- 
tunes, it is well to ask: What has been 
Burlington’s trouble? In part, at 
least, it has been the whole industry’s 
complaint: hard times generally in 
the midst of national prosperity and 
rising costs. But, at least in part, 
Burlington’s sharp setback last year 
is also a case of temporary indigestion. 
Like Textron’s Little, Burlington’s 
Love has been on a shopping spree for 
the last two years. The difference is 
that his purchases have been confined 


to textile mills. Items: 
e In 1954 Love bought control 
of famed Pacific Mills, then doing a 


$100-million-a-year business. (He has 
since resold Pacific’s cotton division 
at an estimated $3.5 million profit.) 

e A year ago last October, Bur- 
lington acquired the $143.3-million 
business of Ely & Walker, a cotton 
goods house. 
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e In -February, it bought Hess, 
Goldsmith & Co., a specialist in glass 
fiber products. 

e In June, it took over a worsted 
mill and a finishing plant from Tex- 
tron. 

@ In November, Love again went 
shopping, this time for a controlling 
interest in Klopman Mills, a manufac- 
turer of synthetic gray goods. 

All this buying and selling, of 


course, has been costly in terms of im-., 


mediate profits. And it has meant 
both 1) a big increase in Burlington’s 
long-term debt (up from $35.7 mil- 
lion in 1950 to $145.9 million at latest 
report) and 2) a constant watering 
down of stockholders’ equity. 

Even more fundamentally, however, 
Burlington’s recent misfortunes re- 
flect two items of basic management 
judgment. One is Spencer Love’s 
long-standing determination to con- 
centrate Burlington’s fortunes in syn- 
thetic fibers, primarily rayon. The 
other was his postwar decision to in- 
tegrate from mill to finished goods. 

Wrong Horse 

Both decisions were heralded in the 
late 1940s as strokes of sheer genius. 
More than any other weaver, Love 
committed Burlington to man-made 
fibers, principally rayon; in 1946, no 
less than 100% of his production was 
in synthetic cloth. 

In all fairness, this enthusiasm for 
rayon’s prospects was by no means 
confined to Burlington’s executive 
suite in the Empire State Building. 
Even more than Worth Street, Wall 
Street was bullish on rayon. That is 
clearly documented in the fact that 
investors bid BUR common up to as 
high as 17 times earnings in 1951. 

Since then, Wall Street’s ardor has 
been doused with plenty of cold water. 
In fact, no single group of fabrics has 
been harder hit than the rayons in the 
textile slump that has persisted since 
1952. But if the romance has gone 
out of rayon for investors, it has not 
apparently done so for Spencer Love. 
At last report, well over half of his 
sales came from rayon fabrics. 

Love, of course, is not the only tex- 
tile man to back the wrong horse; he 
just did it in a bigger way than any- 
one else. Against his nearly 60% con- 
centration, only J. P. Stevens and 
West Point Manufacturing in the 
Forses list are big factors in synthe- 
tics.* In Stevens’ case, they account 
for something over one third of sales; 
in West Point’s, less than one quarter. 

What Price Integration? 

Love was also hailed postwar as a 

pioneer in another revolutionary role: 


* The only other big synthetics producer is 
Beaunit, but it has specialized in a field en- 
tirely apart: rayon—and, lately, nylon—tire 
yarn. And until very recently, it Ss pros- 
pered mightily by so doing. 
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as champion of textile integration 
from spindle to consumer. Histor- 
ically, the industry had been atomistic 
and specialized. Surely, said Spen- 
cer Love, the industry’s salvation was 
reorganization into fewer, larger, 
thoroughly integrated combines. His 
conviction was translated into action 
postwar, and Burlington became a 
model of integration (except that it 
sold few consumer goods). 

This same vision had also gripped 
many another textile man. In order 
to boost their profits, mills were soon 
doing their own converting. In turn, 
converters like Lowenstein reached 





back to acquire their own textile mills. 

At the time, many converters pro- 
tested that the supposed economies of 
integration were illusions. But since 
many of them did not have the capital 
with which to integrate, it sounded 
very like sour grapes. In late years, 
however, their arguments have taken 
on a new force. They claimed that 
large textile companies could not as 
efficiently gauge’ the shifting whims of 
fashion, and that now seems to be so. 

At least there was strong evidence 
of it in November, when Burlington, 
the pioneer of integration, sold four of 
its converting operations. In effect, 





EARNING POWER 


How profitably is management putting stockholders’ 
investment to work? Colored bar shows net as “ec of 
investors’ equity per share, averaged for latest five 
years. Broken bar shows indicated rate for latest 12 
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GROWTH POWER 


How fast is management making stockholders’ equity 
grow? Bar shows average °%e increase (solid color) or 
decrease (broken color) over latest reported 5-year 


period. 
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How liberally is management sharing profits with its 
stockholders? How much of earnings is being retained 
in the business? Solid portion shows dividends, broken 
portion reinvested earnings. 


Basis: 
5-yeer period. 
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- PLOWBACK 


How effectively is management putting plowed-back 
earnings to work to create additional profits? Bars 
show increase in per share earnings from 1948-50 base 
as %o of cumulative plowback per share over latest 


reported 5-year period. 
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Love was abandoning his place in the 
women’s apparel converting field. If 
trade interpretations are _ correct, 
Burlington is also de-emphasizing its 
finished goods business, recasting it- 
self as mainly a gray goods concern. 

If so, Burlington’s Love is just now 
catching up with a decision Textron’s 
Little made six years ago. At that 
time, Little abandoned any attempt to 
maintain Textron as an integrated 
operation because, he explained, “it’s 
too risky.” “I’ve always been con- 
vinced,” says Little, “that converting 
is best done by owner managers gam- 
bling with their own money, and that 
gray goods are safer for a large pub- 
licly owned company.” 


The Specialists 

Not that integration does not pay 
off handsomely on occasion. If Bur- 
lington’s Love is abandoning integra- 
tion, Charles A. Cannon’s Cannon 
Mills emphatically is not. As the U.S.’ 
largest maker of cotton towels (50% 
of sales), and one of its largest and 
best-known makers of sheets and pil- 
low cases (25%), Cannon goes Bur- 
lington Mills one better in integration. 
Having established itself as a house- 
hold byword in towels and sheets, 
Cannon works both integration and 
specialization for all they are worth. 
The payoff is obvious: secure in its 
own specialty, Cannon has consistent- 
ly turned in the highest operating 
profit margin (13% last year) in 
the entire group, Beaunit alone ex- 
cepted. Group average in the latest 
reported full year (again excluding 
Beaunit): 8.5%. 

Textileman Cannon’s temperament 
dictates aggressive merchandising, 
conservative finance. He stays reso- 
lutely out of debt, pays for such ac- 
quisitions as Brown Manufacturing 
Co., a cotton flannels producer 
(bought last April) and for his plant 
modernization program (running at a 
$3 million annual clip at latest re- 
port) entirely out of retained earn- 
ings. Just as resolutely, he has built 
up Cannon Mills’ working capital far 
faster than most mills, is normally 
able to cover his current liabilities 
with cash by a better than two-to-one 
ratio. 

Five years ago, when ForsBes’ 
editors last rated textile manage- 
ments, they marked Cannon Mills 
down for: 1) overpaternalistic man- 
agement; 2) thin reserves of manage- 
ment talent; 3) overconservative fi- 
nancial controls. But a lot of time 
has passed, and a lot has changed in 
Cannon’s Kannapolis, North Carolina 
headquarters since then. As its per- 
formance in midst of ‘industry trials 
has amply proved, Cannon Mills de- 
serves better marks—and this year it 
gets them. 
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Earnings of industrial companies as 
expressed by the Dow-Jones Industrial 
Average have risen on balance in the 
post five years. Bui textile profits have 
slid way down, are making at best an 
anemic 
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The above-par profits Cannon has 
consistently made on its operations 
ever since it was organized in 1928 
now appear likely to stay that way as 
long as Americans keep washing their 
faces and reaching for a cloth towel. 
And it now looks no less likely that 
the unbroken string of liberal divi- 
dends, which Cannon and its prede- 
cessors have kept intact since 1890, 
will still be unbroken in 1990. 

Cotton Is King 

Like Cannon’s Cannon, M. Lowen- 
stein & Sons’ Chairman Leon Lowen- 
stein has never been mtich beguiled 
by synthetics. “Cotton,” he insists 
vigorously, “is king, and is going to 
stay king.” Thus in 1956's first nine 
months, cottons accounted for no less 
than 90% of Lowenstein’s $330 million 
sales. Like Cannon too, Lowenstein 
has made its specialty pay remark- 
ably well in good years and bad. For 
Cannon, nearly every year is a good 
one. 

What gives Lowenstein its rare dis- 
tinction is that it does well in a 
field where failure is more the rule 
than success. Its specialty: low- 
priced, high-fashion prints. Better 
than two thirds of its output is sold to 
manufacturers of wearing apparel, a 
notoriously unstable crew who cater 
to an even more fickle public taste. 
Thus one small error in gauging the 
transient demand can cause inven- 
tory headaches to.pile up by the car- 
load. 

But Lowenstein and President Don- 
ald Tansill were not without their 
troubles last year. Selling prices were 
on the slide, and their newly bought 
Pacific Mills cotton operations were 
producing only token earnings. More- 
over, a strike at Lowenstein’s big Rock 
Hill (N. C.) printing plant boosted 
operating costs, and_ substantial 
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amounts of inventories had 
written down. 

There was another drag on Lowen- 
stein’s fortunes. Having fenced in 
their own profitable segment of the 
market, many managements would 
hesitate to jeopardize it by rapid ex- 
pansion. Not so Lowenstein. Over 
the past nine years, it has laid out 
probably better than $50 million for 
improvements and additions. By 1954, 
that meant contracting its first long- 
term debt, which at latest report to- 
tals $78 million. 

That has naturally tended to trim 
the final net profit. But it has also 
accomplished what Lowenstein set 
out to do: expand gross fast. In the 
last eleven years, the company’s sales 
have grown from $137.4 million to an 
estimated $440 million last year. 


to be 


The Denim Blues 


A strong specialty, however, is no 
sure key to success, as Cone Mills’ 
President Ceasar Cone II and Dan 
River Mills’ W. (for William) J. Erwin 
both have good reason to know. In 
Cone’s case, the specialties are denims 
and cotton flannels, which account for 
more than half of sales. Until recent- 
ly, being the world’s biggest producer 
of both was an unqualified blessing. 
“Every time we issue a financial state- 
ment,” Ceasar Cone used to say, “we 
say thank God for denim.” 

He is less thankful now. Shifts in 
fashion put denims into a decline, and 
the number of white collars has long 
since outrun that of the blues. Re- 
sult: Cone’s sales have remained fair- 
ly stagnant since 1951; meanwhile 
earnings have fallen off, since 1953 
precipitously. Until two years ago, 
Cone was bullish on denims, planned 
a $10-million blue denim plant in 
Texas.’ That project has since been 
called off. 

Ceasar Cone’s antidote for the den- 
im blues is forthright. For one thing, 
he is playing down weaving opera- 
tions, stepping up converting. Early 
this year he will open a new $12-mil- 
lion printing and finishing plant (near 
Carlisle, South Carolina) which will 
double Cone Mill’s finishing capacity. 
He also laid out $5 million to boost 
efficiency in his mills last year. 

With inventories sopping up con- 
tinuously more working capital, last 
year Cone broke his family’s standing 
distaste for debt, borrowed $15 mil- 
lion. It was one evidence that Cone 
interests, which own some 36% of the 
outstanding common, apparently have 
no intention of letting the decline turn 
into a rout. But other Cone stock- 
holders might very well feel some- 
what gullible. In effect, they had 
shouldered two thirds of Cone Mills’ 
equity at a prime price just when the 
company was heading into trouble. 
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Dyed-in-the-Cotton Troubles 

Like Cone Mills, Danville, Virgin- 
ia’s Dan River Mills has paid the price 
of specialization in a declining field. 
Traditionally the bulk of output of the 
sprawling Danville plant, the world’s 
largest textile operation under one 
roof, was yarn-dyed cottons, i.e., 
fabrics woven from dyed yarns in- 
stead of printed afterwards. 

Such goods are at the top of the 
class in quality, but expensive to 
make and distribute. Worse, there is 
far less flexibility in dyed-yarn goods 
than in print goods: the dictates of 
fashion must be guessed farther in 
advance, and a wrong guess causes 
inventories to back up. 

That was exactly what President 
William Erwin, an ex- J. P. Stevens 
vice president, found when directors 
brought him in to boss the show in 
1953. The previous year Dan River’s 
operating profit margin had fallen to 
4.1%, a big drop from the 13.8% mar- 
gin of the year before. After taxes, 
profits were nearly nonexistent. 

Under Erwin, Dan River has come 
back a long way since then. Erwin 
had promptly launched out into print 
fabrics and synthetics, cut down on 
the large capital expenditures of his 
predecessor, and concentrated on 
streamlining his plant and merchan- 
dising. His efforts paid off: year by 
year, Dan River’s operating profit 
margins rose. By 1955 they had hit 
12.3%, but they were probably some- 
what lower last year. 

But it was last year that Erwin 
made his biggest moves: purchase of 
two big companies in exchange for 
stock. In Iselin-Jefferson, Erwin got 
a big print cloth and carded yarn 
goods producer whose gray goods lines 
nicely complement Dan River’s own 
combed cotton yarn output. Iselin- 
Jefferson also has a thriving commis- 
sion business, and boasts steady prof- 
its. 

A somewhat more speculative buy 
was Alabama Mills, which lost money 
in both 1952 and 1954. What makes 
Alabama attractive is that it is a big 
gray goods producer, mainly of un- 
finished heavy cottons and industri-l 
and decorative fabrics. For like Bur- 
lington, Dan River obviously means to 
beef up its gray goods operations, play 
down converting for the fashions 
trades. 

At one clip, Erwin has thus prob- 
ably boosted his sales some 75%. He 
has also probably set back his operat- 
ing margins, at least temporarily. Yet 
at year’s end he was in a buoyant 
mood. In 1956’s first nine months, 
Dan River’s net was up from $2.5 mil- 
lion to $3.3 million, and the outlook 
was heady. A healthy backlog of or- 
ders, mostly booked late in the year 
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when prices were firmest, promises to 
keep Dan River’s looms humming well 
into 1957. Chortled Erwin: “All [our] 
plants are operating on substantially 
full schedules . . . Dan River is now 
a going-up proposition.” 
Laggard Leader 

No such thing can be said for big 
J. P. Stevens, the nation’s second 
largest weaver. While President Rob- 
ert T. Stevens was away in Washing- 
ton as Secretary of the Army, his com- 
pany’s sales stayed virtually stagnant 
and its profits kept running steadily 
downhill. In fact, Stevens’ sales last 
year were barely higher than in 1951, 
and its profits were hardly more than 
a third as large. Even last year, when 
sales rose roughly 12% to approxi- 
mately $360 million, Stevens’ profit 
margins shrank, particularly in syn- 
thetics (which amount to over one 
third of Stevens’ business). 


Like Burlington, if in lesser pro- | 


portion and somewhat belatedly, J. P. 
Stevens was enamored of rayons and 
other synthetics before President Bob 
left for Washington. Thus cottons, 
which accounted for 47% of Stevens’ 
sales back in 1947, were downgraded 
to only 32% of gross in 1955. But 
since then cottons’ share of Stevens’ 
efforts have revived to equal place 
with rayons, with wool goods account- 
ing for the other 25% of sales. 

Under Bob Stevens or without him, 
the company has never been as strong 
on integration as Burlington. It does 
indeed finish a good three quarters of 
its cotton goods, but its synthetic fab- 
rics are sold primarily in the gray. As 
events last year—when demand for 
rayons was off almost 20%—have 
proved, Stevens’ cautious rayon ven- 
turing has stood it in good stead. 

Stevens’ management, however, ap- 
parently has been dissatisfied with its 
existing business. For although cap- 
ital expenditures were pared to the 
bone after Bob Stevens left for Wash- 
ington, Stevens has been methodical- 
ly rebuilding its business piece by 
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piece. In 1954, it bought the big tex- 
tile factoring house of John P. Ma- 
guire. Then in 1955 it beefed up its 
stake in converting by purchase of 
D. B. Fuller & Sons. Finally, last 
year Stevens took Worumbo Manu- 
facturing (woolen coatings and suit- 
ings) and four plants of fa.ned Sim- 
mons Co. into the family. Bought 
and then sold as unprofitable: Man- 
hattan’s Cheney Bros. 


Bob Stevens has now called an 
apparent halt to his expansion darade, 
at least for the moment. Object: to 
exploit the earnings potential of Ste- 
vens’ new acquisitions. He is also giv- 
ing a big push to his Utica~-Mohawk 
division (sheets and pillowcases), 
and Stevens’ name is being given big 
emphasis on the consumer end. But 
on the record so far, Stevens gets good 
marks more for promise than per- 
formance. 

Closed-End Combine 

United Merchants’ Jacob Schwab 
has made a go of integration in the 
textile business by taking up just 
where Burlington’s Love left off: at 
the retail end. About half of United’s 
woven goods, and nearly all the out- 
put of its finishing plants, wind up in 
its own merchandising pipelines. Not 
the least of these: the 240-odd, self- 
service, low-cost location Robert Hall 
stores, which account for a fifth of the 
company’s gross. Much of the rest 
winds up in Schwab’s Cohn-Hall- 
Marx, Seneca and A. D. Juilliard mer- 
chandising operations. 

What’s more, about half the gray 
goods United uses are bought on the 
outside. That in effect gives Schwab 
a handy accordion which can be ex- 
panded or contracted as sales rise and 
fall, without affecting his own gray 
goods operations. Result: a remark- 
ably stable, if not luxuriant, operat- 
ing profit margin. Usual range: be- 
tween 6% and 742%. But the big 
point is that what Schwab loses in the 
width of his margins by being his own 
retailer, he more than makes up in 
volume and stability. For good rea- 
son, Schwab is continually expanding 
the Robert Hall chain, lately at a rate 
of roughly 30 to 35 units a year. 


The upshot has been a continuous 
expansion of sales (up 8% to $368.6 
million in fiscal 1956) and an equally 
steady rise in net (up from $7 million 
to $13.8 million since 1952). With 
45% of his sales in rayon, the same in 
cottons, and the rest in woolens, and 
with a built-in market for them all, 
Schwab is justly content with his 
present setup. Says he of United 
Merchants’ present broad diversifica- 
tion: “We’re pretty well satisfied.” 
With alarm at Textron’s extra-textile 
adventure: “Little has certainly gone 
pretty far afield.” Of his company’s 
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prospects next year in the textile 
operations: “It will be all right.” 
Industrial Appetites 

Two of textiles’ Big Ten have prof- 
ited handsomely by acting on a fun- 
damental characteristic of the US. 
postwar economy in recent years: in- 
dustrial goods markets have been 
growing far faster than consumer soft 
goods markets. In fact, industry now 
uses roughly 32% of the U.S.’ entire 
output of textiles. 

Johnny-on-the-spot for this busi- 
ness has been Georgia’s West Point 
Manufacturing, one of the most de- 
pendable performers in textiles. Over 
50% of President Joseph Lanier’s 
product is earmarked {for industrial 
use; another quarter goes to the sta- 
ble, high-profit household market 
(e.g., Martex and Fairfax towels and 
bath mats, Needletuft bedspreads and 
rugs). 

Industrial goods are no _ recent 
wrinkle for West Point. In fact, its 
wholly-owned selling agent, Welling- 
ton Sears, which markets all West 
Point’s product, was making sail cloth 
for clipper ships and whalers more 
than 111 years ago. 

Much to West Point management’s 
credit, it continued to concentrate on 
cotton goods when the industry was 
starry-eyed with romance for rayon 
and synthetics. And unlike Bibb 
Manufacturing, which excelled in cot- 
ton tire cord only to lose its market 
to rayon, West Point has made cot- 
ton pay well. 

One current problem: a much faster 
rise in inventories than in working 
capital since 1951, a steady decline in 
ready cash. Lanier, who has stead- 
fastly eschewed funded debt, could 
probably profitably contract some. 
Stockholders, in fact, might well hope 
he will; West Point’s emphasis on in- 
ternal financing has kept its divi- 


*dends, paid continuously since 1888, 


on the low side. 
Beau Etoile 

Far and away the star of the textile 
specialists, however, is Beaunit Mills’ 
Israel Rogosin, a 69-year-old master 
of industrial strategy and competitive 
tactics. Long ago, Rogosin realized 
that the brightest future in textiles 
lay in tire cord, and that high-tenac- 
ity rayon was the coming thing. 

This strategic vision has paid off 
fabulously for Beaunit: as Detroit’s 
auto sales boomed, so did Beaunit’s. 
Revenues soared from $63 million in 
fiscal 1952 to $108.2 million in fiscal 
1956 (ended March 31). But even 
more spectacular was the climb staged 
by Beaunit’s earnings, which have 
risen from $2.3 million to $9 million in 
the last five years. 

Rogosin’s tactical deftness has also 
been repeatedly demonstrated, not 
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least of all last year when the tire 
cord market erupted in a major price 
war. Faced with price-cutting, Rog- 
osin did his competitors one better by 
undercutting them, but deferring the 
effective date of the change so as to 
keep his sold-out capacity operating 
at the higher rate through September. 
Thus when the price war ended in 
November, at no profit to anyone, 
Rogosin had suffered least of all. His 
tactics also served another purpose: 
they put the industry on notice that 
Beaunit would pare prices to the bone 
if need be: 1) to keep the existing 
price differential between rayon and 
nylon tire cords intact; 2) to maintain 
his lead on rayon-making competitors 
in the tire fabric market. 

Beaunit Mills, however, paid the 
price that the whole cord industry 
was paying for 1956’s auto slowdown. 
In the first six months of its fiscal 
1957 (which will end March 31) Bea- 
unit’s sales were actually up slightly; 
but net was down from $2.60 to $1.60 
a share. 





TEXTRON’S LITTLE 
A timely departure. 


It would be a sorry competitor who 
underrated Rogosin’s resourcefulness, 
and such rivals as American Viscose 
and even mighty du Pont are not like- 
ly to do so. For Rogosin has prob- 
ably done more per dollar of his com- 
pany’s invested capital to develop 
new, stronger types of rayon tire cord 
—and to risk big daubs of capital in 
new plants to make them—than any- 
one else in the business. As a result, 
he is far ahead of his rivals in super- 
super cord, and has a big foothold in 
nylon output (about 2 million pounds 
annually). 

One other significant telltale: while 
many another textile man was dream- 
ing rosy dreams, Rogosin had seen the 
handwriting on the wall, has now re- 
duced emphasis on~consumer knit- 
wear lines. 

For stockholders, the payoff has 
been a steady buildup in equity in 
face of Rogosin’s imaginative outlays 











($55 million in the past seven years) 
for new capacity. Beaunit has also 
boasted the lushest profit margins 
among the Big Ten textilemakers. Not 
the least satisfied among Beaunit’s 
stockholders: St. Regis Paper Co., 
which owns 204,350 of Beaunit’s 
1,955,831 common shares (Rogosin 
interests own 600,000). 
The Moneyman 

In a class all by itself is Royal Lit- 
tle’s Textron Inc., today more “tron” 
than “tex.” Never a big moneymak- 
er in textiles as far as profit margins 
go, Textron has always been distin- 
guished mainly as a capital gains out- 
fit. In the textile field earlier, and 
out of it now, Little’s specialty is pick- 
ing up assets at bargain prices where 
he finds them, pyramiding equities. 
Now that Textron is barely a textile 
firm at all, that is still the rule. 

The highpoint in Little’s textile 
career was undoubtedly the stormy 
three-way merger with foundering 
American Woolen and strategic Rob- 
bins Mills twenty-two months ago. 
From it Textron emerged with 1) a 
$30 million tax loss carry forward; 2) 
29 textile plants and 17 non-textile 
ones; 3) $125 million of his estimated 
$200 million annual sales in textiles. 

Little was soon talking merger with 
managements of non-textile items as 
often as six days out of twelve. Be- 
fore long, his “merger-of-the-month” 
plan had become a byword in Wall 
Street. Less heralded: sale of no less 
than 36 textile plants, a number of 
finished goods operations. Result: 
Textron now has 59 plants, only nine 
of them in textiles. So although Lit- 
tle’s target of $300 million in annual 
sales for Textron has not changed, the 
quota from textile operations has been 
cut to $80 millidn a year. 

By late November, Little was ready 
to report a lot of progress. So far 
since the monumental merger, he said, 
Textron has absorbed some $13 mil- 
lion in operating losses in addition to 
losses on disposal of fixed assets. 
Nevertheless it has wound up with 
net profits of $9 million. Thus Tex- 
tron’s goal of $20 million in earnings 
a year, he says, “is now in sight.” 

Forecast: Continued Cloudy 

Despite the big weavers’ repeated 
optimistic forecasts, the textile out- 
look still remains “continued cloudy.” 
Privately, ‘textilemen concede that 
they look for no more than “a modest 
improvement” in 1957. 

It is also not at all unlikely that 
the textile industry’s share of the con- 
sumer’s dollar will continue to shrink, 
despite the fact that it has already 
gotten pretty thin. By last year, the 
U.S.’ total industrial output had 
grown some 42% since 1947-49; tex- 
tile output was up only 8%. 
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CONTAINERS 


Boxed in by a combination of unhappy circumstances 
last year, the big container-makers were working 
overtime to pry their way out. 


Every year now, in the course of en- 
joying their well-wrapped standard 
of living, 166 million Americans un- 
snap, uncork and pry open a stagger- 
ing $9 billion worth of cans, boxes, 
bottles and other packaging. But in 
1956 even Nature conspired to pre- 
vent the men who make these con- 
tainers from enjoying the full fruits of 
prosperity. 

Item: The summer was cold and 
rainy. People ate less ice cream, 
which is packed in foodboard; drank 
fewer soft drinks, which come in 
bottles and cans; and quaffed less 
beer, which not only is sold in bottles 
and cans but is often carried home 
(like some soft drinks) in paperboard 
containers. 

Item: Hardly had the last rainy 
day come to its gloomy end, when 
the glassmakers lost their last hopes 
of boosting sales. Strikers shut two 
thirds of Owen-lIllinois’ bottle plants, 
all but one of Anchor Hocking’s 14, 
and all of Hazel-Atlas’. 

Item: The entire industry, and the 
canmakers in particular, were plagued 
with rising costs. Tinplate prices have 
gone up three times since the fall of 
1955, carrying the canmakers’ quar- 
ter-pound electrolytic stock to its 
ninth price increase since V-J-Day. 

Thus squeezed between summer, 
strike and steel the container-makers 
found that normal sales’ growth was 
not enough to keep their profit curves 
rising. Bottlemakers, for example, 
squeaked through the first three 
quarters with a 1.6% increase in ship- 
ments, but both Anchor Hocking and 
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Owens-Illinois made less money than 
they had the year before. 

Their arch-rivals, the canmakers, 
also found that 1956 was not an 
overly-auspicious year. True, they 
made almost 9% more cans in the 
first three quarters of 1956 as com- 
pared with 1955. But American Can, 
which controls 45% of the market, 
compiled narrower profit margins 
during that time than it did in each 
quarter of 1955. 

Scapegoat 

The greatest enemy was the trend 
of rising costs—which container- 
makers could not pass on without 
danger of losing customers to com- 
petitive types of packaging. Cried 
American Can’s President William 
Stolk, in protest at the latest increase 
in steel prices: “The steel industry 
fails to realize that its basic material 
is in the strongest sort of competition 
with many other types of packaging 
materials.” 

Stolk, like many another business- 
man caught in a cost squeeze, was 





BOX SCORE 


Here is how FORBES’ editors rate 

the management abilities of four 

> container makers (ideal score: 
). 


American Can (481.7) 
Continental Can (381.9)* 
Owens-Illinois (280.4) 
Anchor Hocking (60.2) 


*Total assets in millions shown in parentheses as 
of 12/31/55. 
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looking for a scapegoat and found it 
in the steel companies. At the same 
time, however, he had given utterance 
to a basic truth about his industry: 
though their finished forms and raw 
materials differ, cans, bottles, boxes 
are basically competitive. It is often 
within the bounds of possibility for 
a manufacturer to substitute one 
type for another as convenience and 
cost dictate. 

Milk, for example. The fiber milk 
container has captured no less than 
80% of all sales of milk in retail 
stores. Glassmen have not failed to 
fight back. Owens-Illinois’ John 
Preston Levis and Anchor Hocking’s 
William V. Fisher, with the other 
glassmakers, have captured 70% of 
the baby food market, though they 
held only 13% of it before World 
War II. They have also boosted their 
share of the drug and cosmetic mar- 
kets, though inroads are being made 
here by plastic bottles. 

With such targets in front of them, 
the nation’s container-makers last 
year were cutting into each other’s 
markets as never before. Glass has 
borne the brunt of this offensive, for 
tin cans weigh less and give a shipper 
the advantage of cheaper freight 
charges. Even though glassmen can 
turn out a no-deposit beer bottle for 
3c vs. 34ec for a can, they have lost 
much of this market because of the 
can’s lighter weight. With such a 
handicap, glass today holds only 8% 
of the total container market, as 
opposed to 28% for paperboard, 14% 
for tin cans and 12% for paper and 
textile bags. 

The Urge to Merge 

All of which proved something of 
an inspiration to Continental Can’s 
Chairman, General Lucius Clay. Since 
containers are so_ interchangeable, 
thought he, would a manufacturer 
not be better off by making all types? 
In this way, he could offer a customer 
his choice in packaging, and also gain 
a measure of insurance against out- 
side competition. 

Ever since becoming chairman of 
Continental, Clay seemingly has had 
but one thought: to catch up in sales 
and profits with Continental’s long- 
time rival, the American Can Co. 
Continental has been trying to turn 
the trick since 1901 without much 
luck. A broadening of the product 
line, thought Clay, might do it. Clay’s 
avowed aim: “To present the cus- 
tomer with a broad range of products.” 

For Clay, this has meant buying up 
no less than 13 companies since join- 
ing Continental in 1950, and broaden- 
ing its product line from just cans to 
glass and paperboard as well. Last 
year he was busier than ever. In 
fact, he moved to merge Continental 
with two major companies in pack- 
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BALANCE SHEET FLASHED 3 MILES 
IN LESS THAN 3 MINUTES 


Push the button and Intrafax speeds a “picture’’ of any- 
thing from letters to blueprints between branches of your 
business. More versatile than telephone, far faster than mail 
or hand delivery. No capital investment—Intrafax is leased 
at low monthly rates which include service and mainte- 
nance. So simple that any employee can operate it, so help- 
ful that just about every business can profit from its use! 
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“Why don’t you talk to the people at Chase Manhattan?” 


*““Chase Manhattan’s Invest- 
ment Service Department han- 
dies hundreds of problems just 
like yours each year.”’ 


“You seem to have something on 
your mind, Ed. What’s bothering 
you?” 

“‘Not much, Bill—it’s just that with 
this new job of mine I no longer have 
time for my own affairs—my invest- 
ments, for example.” 

“Why, Ed, I was in the same fix 
some years ago, until a friend of 
mine told me about the Chase Man- 
hattan Bank’s investment service. 
I’m glad he did, for it was just what 
I needed.” 

“Oh, sure, I’ve heard a lot about 
that Chase Manhattan service. But I 
had always thought it was only for 
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charitable, religious and educational 
institutions—and big ones at that.” 

“Not at all! Most of their custom- 
ers are individuals. What’s more, 
management of your portfolio would 
be guided by the policies of people 
at Chase Manhattan who arrange 
programs for some of the biggest in- 
vestment funds. Men who spend all 
their time studying trends in differ- 
ent industries and their effects on se- 
curity prices would be working for 
you. And believe me, they can do a 
real job.” 

“Bill, that sounds fine, but isn’t it 
awfully expensive?” 

“No, not at all. You’re in for a 
surprise on that score, Ed—and a 
pleasant one. Why don’t you stop in 
soon and talk to the people at Chase 
Manhattan?” 


THE 


CHASE 


MANHATTAN 
BANK 


(MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION) 


FREE BOOKLET Fill in this coupon now and 
mail it to Chase Manhattan Bank, Investment 
Service Dept., 40 Wall St., N. Y. 15, and receive 
the booklet, “Chase Manhattan Investment 
Service,’ without obligation. 
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aging: the $37.9 million (total assets) 
Hazel-Atlas Glass Co. and $134.9 
million Robert Gair Co. 

In the Hazel-Atlas agreement, Clay 
swapped 999,140 shares of Continental 
common for a large but somewhat 
sleepy company which ranks just be- 
hind Owens-Illinois and with Anchor 
Hocking in glass container produc- 
tion. Its 13 plants turn out containers 
for such diverse industries as food, 
cosmetics, toiletries, beverages and 
drugs. 

In acquiring Gair, on the other 
hand, Clay became the U.S.’ second 
biggest maker of folding board and 
non-bending board, fifth in container 
board and third in kraft paper bags. 
When the year had ended, Clay had 
merged Continental from a $666- 
million a year company into nearly 
the $1 billion class, made it the U.S.’ 
biggest container-maker with repre- 
sentation in every market. 

Two Fires 

Both the Gair and Hazel-Atlas 
mergers came under the fire of the 
Justice Department, but few Wall 
Streeters felt Washington had much 
chance of success in proving monop- 
oly. The Street tends to feel that in 
the last resort Clay’s biggest problem 
may not be this legal one. Clay may 
find that he has caught a bear by the 
tail. Paper-making machines must 
run at a high level to make high 
profits. If production falls below 
85°. of capacity, in fact, price cutting 
usually follows in the industry. And, 
as 1956 came to a close, production 
was slipping badly for the box- 
makers. However, unless the trust- 
busters can undo what Clay has 
wrought, Continental had at last 
achieved its ambition to out-sell 
American Can. 

As the Forses’ Yardsticks show, 
American Can’s William C. Stolk lost 
ground on more than one front. In 
the past five years, he has averaged 
a return of 10.5% on stockholders’ 


equity, well above Continental’s 9.3%. 


EARLY CAN (CIRCA 1819) 
The price was up. 
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CANCO’S STOLK 
No lid on costs. 


In the 12 months to September 30, 
however, Clay passed his rival by 
driving up to 12.7%, while American 
rose only to 11.4%. 

Much of this difference comes from 
the fact that Stolk has concentrated 
on building up American’s can busi- 
ness. Despite Clay’s mergers, Con- 
tinental still holds only about 25% 
of the can market, vs. 45% for Ameri- 
can. Stolk has made no secret of his 
disagreement with Clay’s tactics. “No 
matter what Clay does,” remarks an 
aide, “Continental will always be sec- 
ond to Container Corp. in boxes, 
second to Owens-Illinois in glass 
and second to us, of course, in the 
production of cans.” 

Two Sets of Tactics 

The difference in tactics thus was 
clear. Clay, unable to lick the com- 
petition, tried to take it over. Stolk 
was still fighting for cans, and he has 
not given up on stealing away a 
bigger share of the glassmen’s beer 
business. During the first three quar- 
ters of last year, he boosted his beer 
can business by about 5%. Now he is 
pushing a new beer can with a low 









~ CONTAINERMEN CLAY, FISHER AND LEVIS 


There were many fingers in the same pie 


crown and a recessed bottom for easy 
stocking. 

The battle has been a rough one, 
but’ Stolk has not out badly. 
For one thing, his emphasis on cans 
has brought him an average pretax 
profit margin of 9.6%, well above 
Clay’s 7.2%. Again, American spends 
only 60% of its 


come 


materials 
63% for Continental. For 
several very good As the 
leader in cans, Stolk does not have to 
spend as much on promotion. Then, 
too, Stolk’s 67 plants are spotted so 
strategically across the U.S. that he 
is virtually assured of a share in any 
large source of business 

Stolk belongs to that hardy breed 
of industrialist who believes in growth 
from.within. With this in mind, he 
has concentrated on integrating 
American’s can business, which now 
accounts for roughly 88°; of sales. 
He has relied heavily on research and 
cost-cutting to improve American 
Can’s position within the industry 
He has had his researchers cutting 
down the amount of tin that goes into 
tin cans. Stolk’s explanation: “Tin is 
a strategic material, world supplies 
are limited, and there are no sources 
of tin in North America.” 

Any can-maker is vulnerable on 
still another point: the price of both 
tin and steel plate. Stolk, with none 
of Clay’s diversification, was hit the 
hardest by the rise in steel prices 
To help beat it, he started a $27 mil- 
lion program to enable Canco to buy 
its steel in huge pre-cut 
sheets. Its own workmen then will 
inspect the steel, perform ifs chemical 
treatment and cut it into sheets be- 
fore it is fashioned into cans 


sales on 
costs, to 
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coils of 


Stolk’s dependence on cans, how- 
ever, makes him vulnerable on still 
another count. With can costs rising 
steadily, many foodmen have taken 
to do-it-yourself canning. Campbell 
and Heinz, for instance, long have 
made many of their own cans, just 
as Owens-Illinois has 


always made 





paper containers for its glass prod- 
ucts. More recently such canners as 
Calpack and Hawaiian Canneries have 
been installing machinery of their 
own. 

Clay and Stolk continued to fight 
this trend by developing machinery 
which will make the canners’ equip- 
ment obsolete. At present, their ma- 
chines can stamp out about 400 cans 
a minute. But Continental and 
American are developing machines 
that can operate at a 1,200-minute 
rate, faster than one of Clay’s army 
machine guns could operate. 

But for all Stolk’s devotion to cans, 
the chances are that he may have to 
foilow Clay’s lead to some extent. In 
some ways, he already has done so. 
A few years ago, he went into the 
fiber milk container field, and now, 
as one of the largest such producers 
in the U.S., accounts for about 15% 
of total sales in this booming field. 

Significantly, near the end of last 
year Stolk bought Olin Mathieson’s 
Bradley Container Corp., which makes 
plastic squeeze bottles and tubes. Its 
major product: the 2ME (two metal 
ends), which is important for such 
specialty items as detergent and aero- 
sol cans, is priced only a penny or 
two above metal cans. More such 
developments eventually would force 
Stolk into going more and more out- 
side the can field. 

But of one thing there is no doubt: 
Stolk dearly loves his cans, has no 
intention of subordinating them to 
any general line of containers as Clay 
has done. 

Bottled Up 

In one respect at least, the bottle- 
makers are better off than the can- 
makers. The glassmakers, for all 
their woes, never have been trapped 
by their suppliers. For they can buy 
sand for $4 a ton, heat it up with a 
little soda ash and limestone and sell 
it for $120 a ton. Nor can they be 
cut off from their supplies: the entire 
earth’s crust could be made into glass 
if necessary. Thus where Stolk and 
Clay must pay 60-63% of sales for 
raw materials, Owens-Illinois pays 
only 39% and second-ranking Anchor 
Hocking 49%. As a result, they average 
higher pretax profit margins than the 
two canmakers: 14.6% for Owens- 
Illinois and 11.5% for Anchor Hocking. 

Nevertheless, they still have the 
problem of competition from cans. In 
Owens-Illinois, Chairman John P. 
Levis has the more vulnerable of the 
two companies on this score. For 
where Anchor Hocking gets about 
50% of its sales from containers, most 
of the balance from consumer glass- 
ware, Levis counts on containers for 
60% of sales. 

With this huge stake, Levis last 
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year hit the diversification trail again. 
He already runs one of the most diver- 
sified companies in the industry. Levis’ 
30 plants turn out metal and plastic 
closures, Libbey-Safedge glassware, 
Kaylo insulating materials, Kimble 
scientific glassware and TV bulbs. 
Through one of the shrewdest invest- 
ments ever made, Levis also owns 
33% of Owens-Corning Fiberglas, the 
fabulously successful producer of 
fibrous glass. 

But Levis wanted more leavening. 
Though he already made containers 
for his own glassware, Levis last year 
merged with the National Container 
Corp., third largest maker of paper- 
board (over 3% of the U.S. market), 





EARNING POWER 


How profitably is management putting stock- 
holders’ investment to work? Colored bar 
shows net as “oc of investors’ equity per share, 
averaged for latest five years. Broken ber 
shows indicated rate for latest 12 months. 











How fast is iROWTE WTH POW stockholders’ 

equity grow? Bar shows average %c increase 

(solid color) or decrease (broken color) over 
latest reported 5-year period. 
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PAYOUT VS. PLOWBACK 


How liberally is management sharing profits 
with its stockholders? How much of earnings is 
being retained in the business? Solid portion 
shows dividends, broken portion reinvested 
earnings. Basis: latest reported 5-year period. 
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PROFITS VS. PLOWBACK 


How effectively is management putting 

plowed-back earnings to work to create addi- 

tional profits? Bars show increase in per share 

earnings from 1948-50 base as % of cumu- 

lative plowback per share over latest re- 
ported S-year period. 





~ 


30 


manuel 





a at no's ncrst qacte wee 











boxes and other kraft products. 

Meanwhile, Levis was not neglecting 
his own. Owens-Illinois came roaring 
back with volume production of a 
new type of glass container. Though 
its jars looked the same as any others, 
they were made on new forming 
machines which distributed the great- 
est weight of glass to the points where 
the most strength is needed. As a re- 
sult, they were not only strong but 
20% lighter. Further boosting Owens- 
Illinois’ usually sleek 14.6% pretax 
profit margin, the highest of the four 
container companies reviewed here, 
these jars can be turned out twice as 
fast as old-style glass containers. 

Fisher's Fishing 

At Anchor Hocking, President 
William V. Fisher was no exception to 
the trend to lower earnings in 1956. 
He saw his earnings skid to 68c a 
share in the third quarter, vs. 89c in 
the same period of 1955, largely be- 
cause of the strike. As a result, 1956 
probably marked the first time in four 
years that he did not show an increase 
in sales. 

But over the past five years, Fisher’s 
13.7% return on stockholders’ invest- 
ment has topped those of both Owens- 
Illinois and the two canmakers. Last 
year again Anchor Hocking led the 
field with a sparkling 15.2% return 
on stockholders’ equity. One reason 
is that Anchor Hocking does not need 
as many plants as the container- 
makers who must be near their cus- 
tomers. Half its sales come from 
such consumer items as table glass- 
ware, dinnerware for homes and 
restaurants and ovenware. 

But Fisher also has kept Anchor 
Hocking in an extremely strong cash 
position by spending _ sparingly. 
Though he did not catch the merger 
fever last year, Fisher did acquire the 
Tropical Glass and Box Co. two years 
ago, thus showing that he had no in- 
tention of stagnating while the other 
container-makers were growing. 
Moreover, he is now building a $5 
million plant in California to make 
glass containers. 

Actually, with the U.S” population 
rising and its high living standard 
tending more and more to be wrapped, 
boxed, canned or bottled, neither 
Fisher nor Levis, Stolk nor Clay is 
likely to be troubled by sales stag- 
nation. But none of them yet has the 
future neatly wrapped up. Whether 
Clay’s concept of spreading his forces 
along’a wide front or Stolk’s concept 
of defense-in-depth is correct, only 
time will tell. The real problem is 
going to be one of keeping up with 
change so that profits, as well as 
sales, will grow. For, after all, profits, 
not prestige, are what all of them are 
in business for. 
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A REAL rubber man, goes an old quip, 
can sometimes manage to get away 
from Akron, but he never really 
leaves Detroit. So it was early last 
month when most of the industry’s 
brass managed ‘to get away from 
Akron long enough to take in the 
Auto Show in Manhattan. Inevitably 
their conversation veered back to the 
same old topic: what Detroit would 
be doing next year. 

Now, any rubber company boss 
worth his salt can tick off automo- 
tive sales predictions with a rapidity 
—and accuracy—that puts the auto- 
makers themselves to shame. And 
no wonder. As U.S. Rubber’s Presi- 
dent Harry Humphreys likes to say, 
“You can’t count for much in the 
rubber industry if you don’t have a 
healthy tire business.” 

Great as have been the changes in 
the rubbermakers’ product mix since 
the war, tires still account for nearly 
half of their gross. To be sure, the 
old wheeze that when Detroit catches 
cold, Akron sneezes, is no longer 
quite true. But when an economic 
chill slows the automakers’ produc- 
tion lines, as it did in 1956, Akron still 
sniffes fairly audibly. 

The big surprise last year, when 
Detroit turned out 25% fewer autos 
and trucks than in 1955, was how 
mild a case of sniffles they were. 
Three of the Big Four tiremakers 
































(Firestone, Goodrich, Goodyear, 
U.S. Rubber) showed only minor 
losses in sales for the first nine 







months, and one of them—Firestone— 
actually posted a slight gain. The 
biggest decline—Goodrich’s—ran to 
only 5%. But that is only half the 
story. The same three tiremakers 
actually banked considerably larger 
profits, and Goodrich sustained only 
‘ a mild decline. 
More Bounce 

What has given the tiremakers 
their new-found bounce in the face 
of automotive letdowns? One reason, 
of course, is that they are less de- 
pendent on tire orders from Detroit 
than they used to be. As Goodrich’s 
Chairman John Collyer once put it, “I 
sometimes wonder whether we aren’t 
really more in the chemical business 
than, the tire business nowadays.” 
With synthetic accounting for about 
60% of the 1,435,000 tons of new 
rubber the $5.5-billion industry used 
last year, this is already quite liter- 
ally true. None of the Big Four, 
moreover, is without a lively chemical 
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Tires are still the big rubbermakers’ bread & butter 
item. Yet when demand fell off last year, the rubber- 
makers showed surprising bounce. 


trade far afield from their bread & 
butter item, tires. Where tires ac- 
counted for some 58% of the rubber 
industry’s prewar sales, they now 
contribute only 48%. 

But even the tire business itself 
bas changed, and all to the good. Al- 
though only three passenger cars 
came off Detroit’s assembly lines last 
year for every four in 1955, Akron 
shipped only about 9% fewer tires. 
Reason: while shipments of original 
equipment casings for passenger cars 
dropped sharply (from 35 million 
to 244 million in the first ten 
months), replacement sales were on 
the up & up. With more than 60 mil- 
lion cars on the road, and most of 
them being driven at constantly fast- 
er, more tire-consuming speeds, the 
owner who does not turn in at his 
new car dealer’s is likelier than ever 
to be on his way to the chain tire 
store for replacement casings. 

But equally important, Detroit it- 
self has changed. Every year, the 
automakers’ new models contain more 
and more rubber. “In the modern 
automobile,” observes U.S. Rubber’s 
President Humphreys, “there is now 
almost 50% more rubber [used] in 
other-than-tire equipment than in 
tires.” This year; in addition to the 
usual fan belts and floor mats, De- 
troit’s new models contain more foam 
rubber than ever. Next year Detroit 
may add air spring suspension sys- 
tems, and eventually it will probably 
adopt space-saving rubber gas tanks, 
an idea still on the drawing boards. 

Goodyear’s Good Year 

To no one is all this of more concern 
than Goodyear’s Thomas, more than 
60% of whose $1.33-billion annual 
sales derives from tires. Another large 
chunk of Thomas’ sales perhaps 15%, 
comes from other automotive items. 
Thomas, like all his brethren in 
the tire business, makes no secret of 





BOX SCORE 


This is how FORBES’ editors rate 

the management abilities of the 

Big Five rubbermakers (ideal score: 
). 





Goodyear ($819.7)*................ 95 
Firestone (635.4)+................. 95 
U. S. Rubber GELG@**............. 80 
oS, 90 
General Tire (188.6)++............. 80 


Total assets in millions shown in parentheses. 
*6/30/56 10/31/55 **9/30/56 +t2/29/56 











the fact that he would like even more. 

By all odds, 1956 was a good year 
for Goodyear. Though sales were off 
1% (to $1,016.1 million) in the first 
nine months, earnings were actually 
up 4% to $45.3 million, the best net 
on record. For hyper-competitive 
Goodyear, that was also something of 
a milestone in another way. Not since 
the war has it succeeded in turning 
lower billings into higher net. 

But it was a year replete with mile- 
stones for the world’s largest rubber 
company. In 1956, Goodyear turned 
out its 700 millionth pneumatic tire. 
The year also saw the departure from 
Goodyear’s chief executive role of 
controversial Paul W. Litchfield, 81, 
rubber’s most powerful titan. Industry 
rivals, who in past years have round- 
ly cursed Litchfield for overexpand- 
ing capacity, ruthlessly slashing tire 
prices and thereby slaughtering profits 
for the entire industry, hoped that it 
also meant.a departure from Good- 
year’s old competitive policies. 

If so, they are likely to be disap- 
pointed. At 57, Thomas is Litchfield’s 
hand-picked protégé and successor, 
and he is not likely to forget the ag- 
gressive expansionism and keen price 
competition he learned from his old 
tutor. For if Paul Litchfield helped 
make the fight for replacement tire 
sales the virtual jungle warfare it was 
during the Thirties and Forties, more 
than any other one man he also made 
Goodyear what it is—top dog in the 
tire business. If replacement tire mar- 
keting is to become less cutthroat than 
it used to be, and that seems already 
to be happening, it will be because the 
basic economics of the industry have 
changed, not that the competitive 
spirit at 1144 East Market Street in 
Akron has deteriorated. 

New Prescription 

And changed it has. Not only at 

Goodyear, but among all the other big 
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SYNTHETIC BOUNCE 
Because of its reliably low price, rubber fabricators have been lean- 
ing toward synthetic rubber. The proportion of test-tube rubber has 
been climbing back to war-time peoks in the past few yeors. 


Synthetic Rubber as % of Total New Rubber Consumption in U. S. 
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tiremakers as well, a major prescrip-~ 
tion is being concocted to cure one of 
the rubber industry’s biggest liabili- 
ties: the fact that to the average 
American one tire looks pretty much 
like any other, and that he has never 
acquired any conspicuous brand loy- 
alties. 

Thomas’ own remedy came out of 
the same salesman’s manual his rivals 
were using: a loud toot for premium 
tires. His particular variation on this 
theme last year was the Captive-Air 
tire, really a tire within a tire, which 
Goodyear claims will carry a car safe- 
ly more than 100 miles at normal 
speeds after a blowout. Thomas talks 
sanguinely about the possibility that 
the Captive-Air, already featured in 
a 1957 DeSoto, will appear as standard 
equipment on many more of Detroit’s 
1958 models. 

If so, it will be no small addition to 
Goodyear’s bank account, since 
Thomas is charging up to 50% more 
for the Captive-Air than for other 
tires in his regular line. However, he 
is not without competition from oth- 
ers. General Tire’s William O’Neil, 
for example, was entering his own 
Dual 90 safety tire, actually two treads 
mounted on one rim, in Akron’s pre- 
mium sweepstakes. Harry Humphreys 
of U.S. Rubber was hoping that his 
Safety Age tire with wire mesh rein- 
forcement would cop the big prize. 

Thomas also was applying some new 
prescriptions to Goodyear itself last 
year. In his first six months in office 
alone, he shook up Goodyear’s organi- 
zation from basement to roof, set up 
eight individual product lines as sep- 
arate responsibilities, and laid out 
some $40 million to buttress the whole. 
Lieutenants responsible for such non- 
tire Goodyear products as “mechanical 
goods” (Akron’s term for industrial 
goods, which account for roughly a 
third of industry sales and are grow- 
ing 80% faster than tire casing 
sales), for Airfoam, Pliofilm, Neolite 
and aircraft parts, were feeling a 
strong push from the head man to 
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build up their volume. Thomas also 
had his engineers hard at work build- 
ing electronic computers, while oth- 
ers were bombarding rubber with 
electrons in an effort to alter its basic 
molecular structure, thereby opening 
up a whole new world of rubber- 
based chemicals. Thomas is the only 
rubber boss operating an atomic ener- 
gy plant for the Government. 
Up & Coming 

There is more than ordinary indus- 
trial ambition in all this. For Good- 
year’s profit margins have normally 
run well below those of such rivals as 
Firestone and Goodrich, although a 
little above U.S. Rubber’s. Moreover, 
hot on his neck he feels the competi- 
tive breath of the nation’s No. Two 
rubber company, Firestone. 

Actually Harvey Firestone’s outfit 
has been nipping at Goodyear’s heels 
for years, and in the last decade has 
crept up on its bigger rival slowly but 
steadily. Harvey Firestone makes no 
bones about the fact that he means to 
surpass Thomas one of these days, and 
take the industry’s No. One spot. 

In some respects, he already has. Not 
only do Firestone’s pretax profit mar- 


GOODYEAR’S THOMAS 


gins consistently outstrip Goodyear’s, 
but it carries a bigger share of the 
sales dollar down to net. This was not 
true ten years ago, when Goodyear’s 
net margin stood at 5.8% vs. Fire- 
stone’s 4.8%. But by 1955, the last full 
year so far reported, Firestone’s net 
margin was outrunning Goodyear’s by 
5% to 4.3%. Last year, with Harvey 
Firestone’s sales up 1%, net up 14% 
in the first nine months, his lead un- 
doubtedly widened. 

Like Thomas, Harvey Firestone’s 
big sales item is tires, which also run 
to about 60% of gross sales. Like 
Goodyear too, the No. Two rubber- 
maker’s tire volume is divided roughly 
half-and-half between original equip- 
ment and replacement casings. And 
like Goodyear, about 30% of Fire- 
stone’s earnings come from foreign 
operations. This last is of consider- 
able importance for two reasons. For 
one thing, overseas profits tend to run 
sharply higher than at home. Thus 
Goodyear shows nearly half again as 
much return on its $128.3-million book 
investment abroad as it does on its 
total gross property. For another, for- 
eign markets are growing faster than 
the U.S.’ As one of Harvey Fire- 
stone’s lieutenants points out, “Per 
capita rubber consumption in the rest 
of the world is barely one tenth our 
own.” His moral: “If we can fatten up 
that fraction, we'll be rolling in 
profits.” 

At home, Harvey Firestone has to 
fight a lot harder than Thomas for his 
original equipment business. Where 
the lion’s share of Goodyear’s tires go 
to Chrysler, which has no other major 
supplier, Firestone’s biggest customer 
is Ford, which has several. Lately, 
however, Harvey Firestone has gotten 
his foot in the door at General Mo- 
tors, long a preserve of Goodrich and 
U.S. Rubber. 

Last year, moreover, Harvey Fire- 
stone scored a neat coup on his rivals. 
Not satisfied with a $5-million order 
from Ford for one-shot molded poly- 
urethane dashboard padding, he 
signed up GM for a reported $25 mil- 
lion worth of rubber air springs for 
GM’s 1958 line. Firestone’s revolution- 
ary air spring, a bellows arrangement 
which replaces conventional steel sus- 
pension systems, caught the rest of the 
industry flatfooted, much as Good- 
rich’s tubeless tire did three years ago. 
The rest of the Big Four lost no time 
blustering about their own air 
springs, but it was just bluster. None 
of them could show a factory devoted 
exclusively to mass production of the 
radical devices. 

Made to Order 

There was more to Harvey Fire- 
stone’s luxurious profits, however, 
than mere salesmanship or technical 
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FIRESTONE 


O’NEIL HUMPHREYS 
finesse. A large part of the buoyancy 
in Firestone’s net owed, as did the 
unexpected prosperity of its rivals, to 
synthetic rubber. 

Last year every one of the Big Four 
rubber companies was expanding its 
stake in synthetic. By this spring, 
Goodyear will have boosted its syn- 
thetic rubber capacity 50% to 132,000 
tons. Goodrich, which has been a con- 
spicuously ardent synthetic enthusi- 
ast all along, bolstered its strategic 
position (via a 50% interest in Good- 
rich-Gulf Chemicals) to a half share 
in 222,000 tons of capacity. U.S. Rub- 
ber is doubling the capacity of its 
22,000-ton plant, also owns one-half 
interest in 122,000 tons (Texas Co. 
owns the other half). But it was Fire- 
stone above all which mapped out the 
industry’s most ambitious plans last 
year. In November Harvey Firestone 
announced that he was embarked on 
a program which will hike his syn- 
thetic output to 230,000 tons by Jan- 
uary 1, 1957, thus giving him the big- 
gest direct stake any of the Big Four 
has in synthetics. 

Synthetic rubber is made to order 
for the rubbermakers. Not only does 
it end their old vulnerability to in- 
ventory losses on the up-and-down 
price of natural rubber, but it also 
opens vast new horizons in chemicals. 
Yet there is more to it than that. As 
Akron is learning to its delight, syn- 
thetic rubber production can be a very 
profitable business. Especially since 
Europe will take all the excess syn- 
thetic production the Big Four may 
have. 

When the Government sold its 26 
wartime-built synthetic plants a year 
ago last April, half to the rubber com- 
panies and half to oil outfits, both 
groups yelled highway robbery. The 
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tab came to $285 million, or precisely 
what they had cost the taxpayers. 
Actually, however, they have turned 
out to be colossal bargains. Instead of 
the 10% return the rubber companies 
hoped for on their investment, the 
plants are returning well over 20%. 
That is a good deal more than the tire- 
makers are accustomed to earning. 

Sharp eyes in Wall Street did not 
miss this intriguing fact, and in The 
Canyon the rubbermakers’ common 
stock was marked up accordingly. 
First, because synthetic rubber cre- 
ates a new stability in the rubber 
business. Second, because of a fasci- 
nating bit of shrewd calculation. 
By some intricate pencil work, Wall 
Street’s analysts arrived at the con- 
clusion that the industry’s profits on 
each pound of synthetic rubber it 
produces runs to better than 5c be- 
fore taxes. Applying this yardstick in 
turn to each of the Big Four tire- 
makers, they concluded that synthetic 
profits contributed some $3.00 a share 
before taxes to Firestone’s earnings 
last year, about $1.30 per share to 
Goodrich’s, $1.20 to Goodyear’s, and 
$1.60 to U.S. Rubber’s. It was ali sheer 
guesswork, but a real eye-opener no 
matter how much skeptical salt you 
seasoned it with. 

Not that Harvey Firestone or any- 
one else in the industry was ready 
to write natural rubber off. For a 
time at least, a lacing of natural latex 
is indispensable in some rubber goods. 
Eventually it can probably be re- 
placed by a new heavy-molecule 
synthetic, such as Goodrich’s Ameri- 
pol-SN, which has all the character- 
istics of the natural product. As of 
now, however, it still costs consider- 
ably more. 

Thus last year the Big Four were ail 
taking a good look at their natural 
rubber resources. Goodrich, one of 
the loudest enthusiasts for synthetic, 
acquired huge plantation acreage in 
Liberia. Firestone, which already has 
great plantations in Liberia, added 
Brazilian and Philippine acreage as 
well. Again there was a sound 
economic reason: an efficiently run 
plantation can still turn out natural 
rubber for 12c a pound (vs. the 23c 
going price for synthetic). 

A Special Flavor 

Maverick of the Big Four is US. 
Rubber’s Harry Humphreys. In every- 
thing he does, he seems to aim to be 
different. And practically everything 
about U.S. Rubber has a special flavor. 
It is the only one of the Big Four 
which is not headquartered in Akron 
(its home: New York). And it is 
the only one which does not have 
a chain of retail stores. Which is 
one reason, perhaps, why a larger pro- 
portion of Humphreys’ tires (55%) 
are sold as original equipment (mainly 


to Ford and GM) than any other tire- 
maker's. 

Unfortunately, U.S. Rubber’s special 
flavor does not end there. Its profit 
margin (which generally ranges from 
11% to 12%) is the lowes* among the 
Big Four, its labor ratio (about 35%) 
the highest. Its stake in profitable 
synthetic rubber production is rela- 
tively small, ‘and its investment abroad 
is limited. But what foreign business 
Humphreys does have is, according to 
the grapevine, some of the juiciest in 
the industry. Last year he set about 
expanding it by purchasing Scotland’s 
North British Rubber Co., an outfit he 
is “modernizing” (the British do not 
like the word “expansion”) at a cost 
of $8.5 million. 





EARNING POWER 


How profitably is management putting stock- 
holders’ investment te work? Colored ber 
shows net as % of investors’ equity per share, 
everaged for latest five years. Broken ber 
shows indicated rate for latest 12 months. 











GROWTH POWER 


How fast is management making stockholders’ 

equity grow? Bar shows average %o increase 

(solid color) or decrease (broken color) over 
latest reported 5-yeer period. 
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PAYOUT VS. PLOWBACK 


How liberally is management sharing profits 
with its stockholders? How much of earnings is 
being r d in the busi ? Solid portion 
shows dividends, broken portion reinvested 
earnings. Basis: latest reported 5-year period. 
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PROFITS VS. PLOWBACK 


How effectively is management putting 

plowed-back earnings to work to create addi- 

tional profits? Bars show increase in per share 

earnings from 1948-50 base as % of cumu- 

lative plowback per shore over latest re- 
ported 5-year period. 





























More than most of his rivals, 
Humphreys has branched out into a 
broad line of non-tire products, rang- 
ing from footwear to textiles to resins. 
But he apparently has been stung by 
the frequent Wall Street criticism that 
U.S. Rubber has been less aggressive 
than its competitors in pushing into 
profitable chemical sidelines. Last 
month he laid great stress on the fact 
that he was pushing ahead with re- 
search. Main item: a $1l-million re- 
search center in New Jersey, financed 
jointly with the Texas Co. Said 
Humphreys: “Since 1948 we have in- 
vested more in research than in all the 
years before that back to our incor- 
poration in 1892.” 


He did not give a figure for the out- 
lay, but he did cite some fruits: 24 
new products, each of which has sales 
of $1 million or more, or will reach 
that level this year. Altogether, said 
Humphreys, they contributed more 
than $100 million to U.S. Rubber’s 
sales in 1956, and that figure is ex- 
pected to double by 1960. One of his 
pet projects: Trilok, a polyethylene- 
laced upholstering fabric for cars and 
furniture which he hopes will add $50 
million a year to U.S. Rubber’s sales. 
Another: the Gilmer timing belt for 
TV sets, portable chain saws and sew- 
ing machines which he hails as “the 
most revolutionary transmission de- 
vice in the past half century.” 

But one thing there is no denying: 
when dividend time rolls around, 
Humphreys dispenses the most liberal 
payment among the Big Four (divi- 
dends have averaged 42% of earnings 
over the past five years). And stock- 
holders can thank Humphreys for the 
fastest growth in their equity among 
rubber’s top quartet. However, a 
good deal of that may owe to the fact 
that U.S. Rubber has one of the 
highest debt-to-capitalization ratios 
in the rubber industry—40%. Its 
$173.4 million in funded debt works 
out to 18.7c for each dollar of sales, 
vs. 17.9c for Goodyear, 9.7c for Fire- 
stone, and 6.4c for Goodrich. 

Chemical Reaction 

Goodrich, the fourth member of 
rubber’s top quartet, is virtually a 
mirror reverse of U.S. Rubb:2r. If 
Harry Humphreys has shied away 
from precipitate commitments in 
chemicals, Goodrich’s chairman, John 
Collyer, and president, William S. 
Richardson, have taken the plunge 
with boisterous enthusiasm. In fact, 
Richardson spent nine years as head 
of Goodrich’s chemical division, since 
becoming president has pushed hard 
in this field. As a result, there are 
now some 30,000 products in Good- 
rich’s line, including chemicals, petro- 
chemicals and such plastics as Kor- 
oseal. Altogether, non-rubber items 
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account for about one third of Good- 
rich’s gross, nearly double the indus- 
try average. Thus while Humphreys 
has been content to get better than 
half of his sales from automotive 
products, Richardson has steadily re- 
duced his dependence on Detroit. 
The differences also extend to both 
companies’ approach to the tire 
market. Best customer of both is 
General Motors. But where Good- 
rich sells replacement casings and 
accessories through a 500-store retail 
chain, U.S. Rubber has no stores. 
In Wall Street’s eyes, the financial 
results speak for themselves. Where 
Humphreys’ profit margins (8.2% in 
1956's first nine months) stand lowest 
among the Big Four, Goodrich’s 
(11.4%) rank highest. After taxes, 


Richardson carries 5.7c of each sales 
dollar down to net, Humphreys only 


HIGH-PROFIT “GIANT” TIRE 


3.5c. Thus although Goodrich ranks 
last among the Big Four in sales, its 
net runs well ahead of U.S. Rubber’s. 

In agile debt management, John 
Collyer has earned every penny of 
his $235,000 pay, highest in the in- 
dustry, over the years. In a period 
when the other rubbermakers were 
moving deeper into dept, Collyer and 
Richardson pared Goodrich’s senior 
obligations from 50% of total capital- 
ization in 1949 to roughly 6% today. 

Yet there has been nothing pinch- 
penny about Goodrich’s ambitious 
plans. Altogether, Collyer and Rich- 
ardson have poured some $140 mil- 
lion into expansion since 1951, plan 
to invest another $200 million by 
1960. Every penny of it has come 
from internally generated cash. These 
outlays have paid off handsomely. 
Goodrich got the jump on other tire- 
makers, with its tubeless tire in 


1954, was second to none in enthu- 

siasm for buying synthetic rubber 

capacity (jointly owned with Gulf 

Oil), and leads the pack in develop- 

ing synthetic rubbers with the same 

characteristics as natural rubber. 
Special Situation 

A sort of fifth wheel to the Big 
Four rubbermakers is Akron’s Gen- 
eral Tire & Rubber. Barely one 
fourth as large in sales as Goodyear, 
General is the lengthened shadow 
of the O’Neil family, headed by 
colorful Chairman William Francis 
O'Neil Sr., 71, 

Actually, General is less a tire 
company than a special situation. Its 
tires, which contribute only a little 
more than one third of - sales, 
are virtually all replacement casings. 
But O’Neil is first of all a financial 
operator, only second a tiremaker. 
Around the nucleus of his stable tire 
operations he has assembled a con- 
stellation of assorted enterprises 
ranging from radio and television sta- 
tions to plastics, rockets and propel- 
lants, and sporting goods. 

Wall Street’s hopes for General, at 
best uncertain and future-oriented, 
have been mostly pinned on its Aero- 
jet subsidiary, which has been build- 
ing guided missiles, rockets, and 
earth satellites for the Government, 
contributes nearly 40% of sales. In 
other respects, Bill O’Neil’s repu- 
tation for having the Midas touch 
suffered last year. Just when plastics 
markets were pretty much going to 
pot, O’Neil, who was already the U.S.’ 
largest producer of plastic film, led 
with his chin to pick up two plastics 
makers. Then to gain outlets for his 
pet project, plastic pipe, he also 
bought control of Pittsburgh’s A.M. 
Byers Co., a big maker of wrought- 
iron pipe and never a conspicuous 
moneymaker. Admits O’Neil: “We 
just couldn’t sell our plastics to De- 
troit [last] year.” 

Many securities men also think Bill 
O’Neil missed the boat by not buying 
the synthetic rubber plant he oper- 
ated for the Government, a move 
that has paid off in spades for the 
other rubbermakers. But O’Neil con- 
temptuously insisted that existing 
plants are already obsolete, instead 
finally went into partnership with El 
Paso Natural Gas to build new 40,000- 
ton facilities. 

In investors’ eyes, General’s com- 
mon is mostly viewed as a lien on 
possible future earning power rather 
than a ticket to share in present 
profits. O’Neil’s profit margins gen- 
erally range around 7%, lowest in 
the rubber industry. Yet even Wall 
Street was disappointed last year 
when on a whopping 33% boost in 
nine-month sales, General’s net 
dropped a jarring 12%. 
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Barrett 
General Chemical 
Mutual Chemical 
National Aniline 
Nitrogen 
Semet-Solvay 
Solvay Process 
International 


DIVISIONS 








Long known as the leading manufacturer of basic chemicals, 


Allied now supplies a host of new products in the chemical, 


agricultural, building materials, textile, and plastics 
fields. Allied Chemical’s 3,000 products serve 


nearly every farm, home and factory in America. 


Allied to serve you better 


BARRETT DIVISION—roofing and building materials, chemical products, 
PLASKON resins and plastics. 


GENERAL CHEMICAL DIVISION — heavy chemicals, BAKER & ADAMSON 
reagents and fine chemicals, GENETRON refrigerants for refrigerators 
and air conditioners, propellants for aerosol sprays. 


MUTUAL CHEMICAL DIVISION — chromium chemicals for pigments and 
chrome plating, KOREON for leather tanning. 


NATIONAL ANILINE DIVISION — dyes, certified food colors and inter- 
mediates, CAPROLAN nylon, NACCONATE isocyanates for urethane foam. 


The capitalized product designations above are Allied Chemical trademarks. 
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NITROGEN DIVISION — ammonia, ARCADIAN nitrogen fertilizers, ethyl- 
ene oxide, ethylene glycols and ethanolamines 


SEMET-SOLVAY DIVISION—coke, WILPUTTE by-product coke ovens, A-C 
Polyethylenes for use in food cartons and paper, in printing inks, waxes 
and polishes 


SOLVAY PROCESS DIVISION—alkalies, chlorine, chloromethanes, hydrogen 
peroxide, vinyl chloride monomer and aluminum chloride 


INTERNATIONAL DIVISION — the newly organized agency marketing all 
Allied products outside the United States. 


61 BROADWAY, NEW YORK 6, N. Y. 





DIVERSIFICATION, WITH DIRECTION 


RKO Teleradio Pictures, Inc. brings together into one corporate structure a 


group of independent companies with interwoven and complementary interests. 


Today, the interdependence of motion pictures, television, radio, and popular 
records is constantly becoming more apparent. Each of these important areas 
values — indeed, demands — the support of the others for maximum returns 


both in point of public acceptance and of profits. 


The economies and efficiencies brought about by an integrated company, 
dealing with the broad overall areas of research, marketing, distribution, 
and advertising, can make each unit more productive and profitable ...can 
bring about a whole that is far greater than the sum of its parts. The growth 
and success of RKO Teleradio today provides a demonstration of purposeful, 


directed diversification. 


TELEVISION 


RKO TELERADIO RADIO 


MOTION PICTURES 


PICTURES, INC. TELEVISION FILM 


RECORDS 


A SUBSIDIARY OF THE GENERAL TIRE &€ RUBBER COMPANY 


TELEVISION: 5 owned-and-operated U.S. stations, in New York, Los Angeles, Boston, Memphis, West Palm Beach; 1 Canadian, 
in Detroit-Windsor- - «RADIO: Mutual Broadcasting System, world’s largest radio network, with over 500 stations; Yankee 
Network, country’s first regional network (29 stations); Don Lee Network, the great regional network of the Pacific Coast (45 
stations); 6 owned-and-operated U.S. stations, in New York, Los Angeles, Boston, San Francisco, Memphis, and West Palm 
Beach; 1 Canadian, in Detroit-Windsor+ «- -MOTION PICTURES: RKO Radio Pictures, one of the great world-wide motion pic- 
ture producing and distributing organizations- - TELEVISION FILM: RKO Television, distributor and syndicator of motion 
pictures for television. « « -RECORDS: RKO Unique Records, with music publishing subsidiaries, Lamas Music and Britton Music. 





STEEL 


Instead of celebrating the 1956 boom, steelmen were 
pulling mournful faces. Strangely enough, it was not 


hard times that 


frightened 


this feast-or-famine 


industry—but too much prosperity. 


Durinc most of 1956 the mighty steel 
industry was acting for all the world 
like a provincial actor playing a very 
tormented Hamlet. The question: to 
raise, or not to raise, steel prices. 
Steelmakers did, of course, boost 
prices by $8.50 a ton after last sum- 
mer’s strike and continued quietly to 
mark up price tags on numerous 
“extras.” 

The question racking the industry, 
however, was whether a further, very 
sharp increase should be slapped on. 

With the summer’s 6.3% markup, 
steel prices had already risen 150% 
since 1946. However badly steelmen 
might need the money, the decision 
was a hard one to make. 

All year the battle raged. Some- 
times the wisdom of higher prices 
was discussed privately at directors’ 
meetings or in small groups. At otMer 
times it spilled over into the news- 
papers, as when National Steel's 
curmudgeon Chairman Ernest T. 
Weir declared flatly: “The selling 
price of steel must be advanced 
materially.” 

What was bothering Weir, as well 
as those like U.S. Steel’s Chairman 
Roger Blough who opposed him, 
could be summed up in one word: 
expansion. To put the matter as sim- 
ply as possible the steel companies 
would have to raise billions of dollars 
to provide the steel a growing, in- 
creasingly machine-driven economy 
would need. Higher prices, its advo- 
cates claimed, would help in two 
ways: by providing extra profits 
which could be poured into building 
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r—— BOX SCORE 


more blast furnaces and rolling mills: 
and by making steel securities look 
more interesting to investors. 

Republic’s White, for example, 
could argue from his own balance 
sheet. The $8 or so the company 
earned in 1956 on every ton of its 
steel ingot capacity was a good 
profit indeed on the roughly $33 a 
ton Republic carried the facilities for 
on its books. It would represent an 
extremely paltry return on the $200 
or $300 a ton it would cost to build 
new, integrated plants. 

Here was the crux of the matter. 
Steelmen were actually fretting over 
profits on plants not yet built. For 
the industry was dreaming extrava- 


Here is how FORBES editors rate 
the management abilities of twelve 
top steel companies (ideal score 
100) 


U.S. Stee! ($3,620.4)* 
Bethlehem ($1,999.0)* 
Republic ($764.4)* 

Jones & Laughlin ($652.8)* 
National ($591.3); 
Youngstown ($573.5)* 
Armco ($589)+; 

Inland ($513.8)* . 
Wheeling ($279.1). 

Kaiser ($276.5)** 

Colorado Fuel & Iron ($258.0)* 
Crucible (($163.1)* 


Total Assets in millions shown in parentheses 
*12/31/55 +6/30/56 **3/31/56 +t9/30/56 











gant dreams of expansion. U.S. Steel 
was said to have on the shelf plans 
for no less than brand new 
plants, integrated from ore mines to 
finishing mills. National, whose total 
assets are under $600 million, was 
talking glibly of a new $650-million 
plant. Republic and Inland have pur- 
chased large tracts of land for the 
same purpose. Jones & Laughlin 
spoke boldly about building a $250- 
million pipe and tube mill in Houston 
From the Ground Up 

The day, quite obviously, was al- 
most over when steelmakers could 
expand handily—and _thriftily—by 
tacking additions to existing steel 
mills. “The industry,” proclaimed Eu- 
gene Grace, Bethlehem’s 
80-year-old chairman, “ must cre- 
ate entirely new capacity—integrated 
from raw materials to finished prod- 
ucts.” Chimed in National’s Wei: 
“No steel company can finance such 
an undertaking on the basis of pres- 
ent earnings.” 

On this point, however, the indus- 
try was playing Shakespeare’s moody 
prince with a vengeance. U/S. Steel 
respected giant of the industry, was 
dragging its feet on anything more 
than increases to cover rising costs 
Its reasons, which many Wall 
Streeters think are valid ones, were 
a healthy mixture of industrial states- 
manship and self-interest. On _ the 
one hand, steel already competes in 
many lines with plastics and such 
rival metals as aluminum; each price 
increase sends additional 
into a hectic search for 
materials. Nor is the 
less persuasive. Steel is so essential 
to the welfare of the U.S. that self- 
restraint is a duty as well as a neces- 
sity; every increase in steel 
is an invitation to inflation 

Unable to make up its mind on the 
price issue, the industry was reduced 
to leaning on a familiar crutch. It 
was looking to Washington for help 
Steelmen were asking, in effect, for 
an indirect subsidy which would en- 
able them to keep prices down and 
yet to generate the cash they need 
Almost to a man, the steelmakers 
were petitioning the Administration 
for fast writeoffs on expansion 

Fast writeoffs, of 
no direct subsidy 


three 


venerable. 


customers 
substitute 


other reason 


prices 


involve 
They merely post- 
pone income taxes until the new 
plants are written off. The effect 
nevertheless, is the granting of in- 
terest-free from the Federal 
Treasury 


course, 


loans 


*Briefly, the government would permit 
them to deduct (as depreciation) income 
which normally would be split roughly 50-50 
between profits and Federal income tax 
When the plant is written off, of course, taxes 
go up and the government gets back in late: 
years what it lost in earlier ones. But in the 
meantime the companies get use of the tax 
money as a sort of five-year interest-fre« 
loan 
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Without such aid in some form or 
other, steelmen argued, the only al- 
ternatives were either higher prices 
or a permanent shortage of steel. 
Thus, to judge by the gloomy pro- 
nouncements of steel’s big brass dur- 
ing 1956, the customers clamioring for 
more steel were unwelcome ghosts at 
the prosperity feast. Profits were very 
handsome (see yardsticks) on the 
plants they had built at the far lower 
costs of the Twenties and Forties. 
But profits were far from being high 
enough to justify the building of 
plants at 1957 price levels. 

Well-Fed Supplicant 

Worse yet, ali this put the industry 
in the embarrassing position of ask- 
ing for sympathy at a time when 
profits were at near-record rates. By 
the end of the year, the industry had 
been running at full blast for the 
longest unbroken period in its his- 
tory. All types of steel were hard to 
come by. Plate and structural steels 
were almost impossible to buy. 

To a degree this was obviously 
good news to owners of steel com- 
pany shares. But it was hardly that 
for the men who run the mills. As 
the year ended, Washington had not 
yet made up its mind about helping 
steel. While they waited, steelmen 
were once more ticking off the more 
conventional free enterprise ways of 
getting their hands on expansion 
money. 

They found none of them attrac- 
tive. Stock offerings seemed a partic- 
ularly bad bet. Take a simple exam- 
ple. In U.S. Steel’s case, the stock 
market values Big Steel’s existing ca- 
pacity at just about $95 a ton. To 





Cash 
inflowt 


SEED CASH 


Besides borrowing or selling additional stock, both of which the 
are loath to do, steel companies have three basic sources from whieh 
to draw seed cash for expansion: |.) plowed-back earnings, 2.) de- 
preciation and amortization set-asides and, 3.) that part of working 
capital which is in the form of cash or government bonds. Here is a 
rundown on a per-share basis of how much money each steel company 
could count on for this purpose as a result of 1956 operations.* 


Cash 
Outflow** 


finance expansion costing, say, $200 a 
ton with new shares would entail a 
heavy dilution of stockholders’ equity. 

They were equally reluctant to con- 
sider borrowing their way to expan- 
sion. With a timidit, that somewhat 
contradicted its enthusiastic pre- 
dictions about future demand, the 
steel industry was as nervous as ever 
about its ability to handle interest 
charges and maturities on bonds if 
recession should strike. During 1956 
Inland and National borrowed some 
money, but it was peanuts compared 
to what they would need. Except for 
Kaiser, which borrowed a big $100 
million and Armco, which plans a 
$65-million stock issue this month, 
the rest of the industry held back. 

End of a Road 

So, as steelmen sat awaiting an an- 
swer from Washington, all their argu- 
ments seemed to have come full 
circle. They were, it is true, doing a 
very considerable amount of building. 
But most of it consisted in “rounding 
out” already existing plants. Charles 
M White’s Republic, for one, was 
figuring on spending just $85 a ton in 
its current $150 million expansion 
program—not the $200 to $300 that 
a brand new integrated plant might 
cost. 

Joseph L. Block’s Inland Steel has 
been especially adept at this “round- 
ing out” process. Since 1952 it has 
raised capacity from 4.5 million tons 
to 5.5 million at a cost of just $114 
million, largely by stepping up the 
capacity of its 40 open hearth fur- 
naces. Last year, however, Inland 
reached the end of that particular 
road. To add 800,000 tons as part of 





Net addition 


Workin capital 
to working capital 


as of 1/1/56 





$ 9.20 


Armco 


its current expansion program, Block 
plans on spending no less than $260 
million. 

The “rounding out” type of expan- 
sion has amply justified its cost. In the 
ten years since the war, Big Steel 
spent $2.7 billion expanding and 
modernizing its then somewhat run- 
down empire. Result: operating effi- 
ciency rose sharply. Between 1946 and 
1955, U.S. Steel’s labor costs fell from 
47% of sales to just over 39%. This 
despite an almost unbroken series of 
wage increases. 

All this shrewd (as it turned out) 
capital spending also helped give the 
industry a more profitable and de- 
pendable sales mix. Before the war, 
most of the industry’s ingots found 
their way eventually to the railroad, 
oil and construction industries, notori- 
ously unsteady customers all. Today 
most of them go to consumer and 
consumer durable goods industries. 
No small part of the billions spent 
was needed to meet the requirements 
of this changing market. 

Silver Spoon 

Be all this as it may, one thing still 
remains clear: the coming decade will 
be ful! of potential opportunities as 
well as potential pitfalls for the steel 
industry. The opportunities, for their 
part, may be hardly less brilliant than 
those of the industry’s earlier days. 
But not all companies are in an 
equally good position to take ad- 
vantage of them. It is not enough, 
for example, to know that Company 
A had a better record in the Thirties 
or Forties than Company B. The in- 
vestor must also know how well each 
company is situated to make the quick 
decisions and seize the openings of a 
far different set of circumstances. In 
short: how well is it managed? 

From this point of view, Chicago’s 
Inland Steel is a good place to start. 
Since the end of World War II, In- 
land, except for one year, has run its 
furnaces at a rate well above the 
industry average. In 1954 when the 
industry’s rate dropped 23.8% below 
1953, Inland was down a mere 4.1% 
to 96.2% of capacity. Not even Armco 
could equal that and Armco (which 
slipped 7% in 1954) has been in most 


$ 7.65 
24.00 
17.80 
18.25 

8.55 
14.15 
7.48 
8.20 
13.50 
34.00 


$ 1.55 
3.00 
d3.95 
d4.10 
5.75 
d1.35 
1.32 
3.80 
3.60 
d9.60 


ways the industry’s star performer. 

Inland’s showing, however, was not 
entirely the result of any private 
wizardry on the part of President 
Joseph L. Block or his predecessors. 
Inland, as far as its markets are con- 
cerned, was born with a silver spoon 
in its corporate mouth. Inland’s vast 
Chicago works are located squarely 
in the middle of an industrial complex 
that uses more steel than it makes. 
Block, therefore, never has to prowl 
very far afield to find customers. Steel 
companies tend to fight for business 
(and thus cut profits) in hard times 


$16.84 
84.05 
39.00 
26.04 
30.91 
16.72 
16.57 
18.55 
40.00 
64.36 


Bethlehem 

Inland 

Jones & Laughlin 
Crucible 

National 


27.00 
13.85 
14.15 
14.30 
12.80 

8.80 
12.00 
17.10 
24.40 


Republic 
U.S. Steel 
Wheeling 
Youngstown 


*As estimated by Standard & Poor's. 


+Combined depreciation, amortization and net profits per share. 


**Dividends plus expansion outlays. 
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This is 
rarely a problem for Inland’s Block. 

In good times and bad, Inland sells 
65% of its steel within 100 miles of its 


by absorbing freight charges 


single, highly-efficient steel-making 
plant. This question of plant location 
is important to investors. Saddled as 
it is with murderous overhead charges 
the steel industry is particularly vul- 
nerable even to relatively light reces- 
sions. But cozy up to your customers 
as Inland does and you have this 
problem pretty well beaten. Armco, 
thcugh its plants are scattered about 
the country, has a similar advantage. 
In nearly every case, its mills are lo- 
cated in areas which consume more 
steel than they produce. 
The Corporation 

For mighty U.S. Steel both condi- 
tions obtain. Some of its plants, such 
as the big Geneva, Utah plant are in 
steel deficit areas. Others, in Pennsyl- 
vania and Ohio, are in places that 
have to ship steel a fair distance to 
find customers. Thus, in a sense, U.S. 
Steel shares all the problems and all 
the opportunities of the steel indus- 
try. No wonder: its far-flung plants 
make 31% of the nation’s steel (and 
13% of its cement). Partly this ex- 
plains why The Corporation’s earning 
power (see Yardsticks) has been 
merely average in the past five years. 
In one measurement of fiscal finesse, 
however, U.S. Steel’s Roger Blough 
can claim pride of place. The Corpo- 
ration’s return on plowback, at a bril- 
liant 34.6%, is far and away the best 
in the industry. This is proof positive 
that The Corporation has made good 
use of the $2.7 billion Blough and 
his predecessor, Ben Fairless, spent 
expanding and rebuilding their plants. 
It also helps explain why USS. 
Steel hopped ahead of the industry’s 
12.7% earning power average in the 
latest 12 months—and probably will 
remain above-average in the years to 
come. 

By comparison with The Corpora- 
tion, Bethlehem Steel, the No. Two 
steelmaker, serves a relatively com- 
pact market. Its six huge mills are 
close to their markets along East 
and West Coasts. But Bessie no 
longer has the rich Eastern mar- 
ket largely to itself. Five years ago, 
U.S. Steel invaded the market, built 
its $600-million Fairless Works in a 
former Pennsylvania spinach field. 
Fairless already produces 2.2 million 
tons of ingots a year and Blough has 
definite plans to expand it further. 

Counter Attack 

This, in part at least, explains Eu- 
gene Grace’s haste to merge “Bessie” 
with Youngstown Sheet & Tube, the 
U.S.’ sixth largest steelmaker. The 
merger would give Bethlehem a solid 
foothold in U.S. Steel’s middle west- 
ern markets, a territory where high 
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EARNING POWER 


How profitably is management put!'ng stockholders’ 
investment to work? Colored bar shows net as 
investors’ equity per share, averaged for latest five 
yeors. Broken bar shows indicated rate for latest 12 
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PAYOUT »= PLOWBACK 


How liberally is management sharing profits with its 
stockholders? How much of earnings is being retained 
a the business? Solid portion shows dividends, broken 

rtion reinvested earnings. 


Basis: 
5-year period. 


latest reported 
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How effectively is management putting plowed-back 

earnings to work to create additional profits? Bars 
show increase in per share earnings from 1948-50 base 
as % of cumulative plowback per share over latest 
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transportation costs have heretofore 
made it almost impossible for Bethle- 
hem to compete. 

There are other reasons, too, why 
Grace is determined to press the 
merger despite Attorney General 
Herbert Brownell’s strenuous objec- 
tions. Canny steelman that he is, 
Grace figures he can add three million 
ingot tons of capacity to Youngstown’s 
existing mills without getting involved 
in the costly construction of entirely 
new plants. 

Although it will be swallowed up 
in the merger, Youngstown also stands 
to gain. In recent years, its sales 
curve has been one of the most un- 


dulating in the entire industry. Partly 
this has been due to the fact that most 
of its plants are, unlike Inland’s or 
Armco’s, located in steel surplus 
areas (exception: its 2.8-million ton 
Chicago works). To counter this situ- 
ation in the years 1951 to 1955 alone, 
Youngstown’s chairman James Lester 
Mauthe poured $240 million into 
his plants. It has been to relatively 
little avail. On all this plowback he 
squeezed a return of just 5.9%, well 
below the industry average of 11.6%. 

Admiral Ben Moreell’s Jones & 
Laughlin Steel, too, was fated to oper- 
ate largely from plants in the steel- 
surplus Pittsburgh area. J&L, never- 
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theless, has made considerably greater 
strides. Not, however, on a purely 
statistical basis: J&L’s return on 
equity has not been markedly better 
than Youngstown’s. But for sheer 
improvement, J&L definitely stands 
out. In the latest 12 months Moreell 
stretched his return on equity to 11.2% 
against a five-year average of only 
8.5%. Thus he moved from bottom 
place in the the Big Twelve earning 
power lineup to ninth place last year. 

Last year, Chairman Moreell was 
moving forward on several fronts. He 
installed as president sales-minded 
Avery C. Adams, who moved over 
from Pittsburgh Steel. Technically, 
he began experimenting with an au- 
tomated roughing mill and_ the 
promising oxygen steelmaking proc- 
ess. Then—Washington’s tax conces- 
sions forthcoming or no—Moreell 
was reported ready to build an all- 
new $250 million plant in Hous- 
ton. At year’s end the Pittsburgh 
grapevine had it that J&L, still on 
the move, was planning to get into 
the booming stainless steel business. 

Top Profits 

Fundamentally, Moreell was taking 
pages out of Armco Steel’s success 
book. Always blessed with profitable 
plant locations, Armco compounded 
the advantage with scrupulous atten- 
tion to operating efficiency, an empha- 
sis on technical and product research 
and a systematic expansion into high- 
profit, specialty steels. One result is 
that Armco long has boasted one of 
the industry’s most consistently high 
profit margins (better than 16c on the 
sales dollar last year). It has also, 
alone among major producers, expand- 
ed faster than the industry average. 

Like Armco, National and Republic 
have tied their fortunes to the lighter 
types of steel. But here their fortunes 
diverge. National sits with 52% of its 
capacity in Detroit, and Ernest Weir 
does about one third of his business 
with the automakers. This used to be 
a big advantage, but increasing com- 
petition and growing decentralization 
of the auto industry has made Na- 
tional a good less the paragon of 
profitability than it once was. 

As a result Weir has been at some- 
thing of a loss. Since 1950 National’s 
sales growth has been one of the 
slowest among the Big Twelve. It has 
grown only half as fast as Republic, a 
quarter as fast as Armco. Its profits, 
too, have been contracting. Where 
Republic’s rose 34% between 1950 
and 1955, National’s actually fell 20%. 

One simple reason is that Republic 
has been more enterprising. In order 
to wring the maximum possible profit 
out of every steel ingot, Republic 
has moved increasingly into fabri- 
cated materials for use in such con- 
sumer goods as air conditioners. 
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New Look 

For sheer improvement, however, 
nobody can hold a candle to Pitts- 
burgh’s middling-sized (1.4 million 
tons capacity) Crucible Steel Co. Be- 
fore he handed the company’s reins 
last year to President Joel Hunter, 
Chairman William P. Snyder Jr. 
had good reason to feel proud of the 
way he had rescued a foundering 
company. In the years after the war 
he poured $115 million into the prop- 
erty, consolidated ten plants into five, 
shifted production predominately into 
stainless and other specialty steels. In 
the past five years alone, Crucible’s 
sales have shot up 60%, profits more 
than 100%. Wall Street, however, still 
has its reservations. Reason: if stain- 
less steel should prove as unstable in 
the future as it often, has in the past, 
Crucible may be vulnerable. 

Wall Streeter Charles Allen and 
veteran steelman Al Franz have 
worked a remarkable transformation 
of their own at Colorado Fuel & 


BETHLEHEM’S GRACE 


Iron. By sinking $100 million into 
their big Pueblo, Colorado mill, they 
have achieved for this big, western 
plant some of the profitability its 
strategic location would justify. 

They found they had a tougher nut 
to crack, however, in their widely- 
scattered, non-integrated eastern 
plants. Last year, they made a good 
deal of progress here, too. In the 
past five years alone, CF&l’s sale 
have risen 80%, its profits a fat 66%. 
Only a small part of this has shown 
up on Forses’ Yardsticks, however. 
One reason: heavy conversion of 
convertible debentures into common 
stock, which has meant that growing 
profits have had to be divided among 
a growing number of shares. But 
all this has not prevented other steel- 
men from ranking CF&I as one of the 
industry’s big postwar success stories. 

For the president of a relatively 
small company (ingot capacity 2.1 
million tons), Wheeling Steel’s John 
Neudoerfer probably holds the rec- 
ord for capital outlays, at least in 


relation to size. By 1958 he expects 
to have spent more than $250 million 
on his plants, $80 million of it in the 
next two years alone. 

Neudoerfer has concentrated on 
building Wheeling’s efficiency and 
profitability rather than its sheer 
volume. As a specialist in light fabri- 
cated steel sheets, Neudoerfer has 
been in the right market. His record, 
however, has been unexciting. For 
all his emphasis on plowback, Wheel- 
ing’s return on reinvested profits has 
been a paltry 2.3%. To make matters 
worse, a $19 million issue of convertible 
debentures hangs over the common 
stock, may well cancel out any pros- 
pective improvement in profits over 
the next few years. 

The Californian 

Of all the steel companies, the 
hardest one to gauge by ordinary 
standards is Henry J. Kaiser’s Kaiser 
Steel. By Forses’ Yardsticks, Kaiser 
turned in the weakest showing of the 
Big Twelve. Though it plowed back 
78c on every profit dollar, it did not 
seem able in the past five years to 
turn a penny of profit on this divi- 
dend-pinching. Earning power shows 
more of the same weakness. Whereas 
Armco earned a hefty 18.8% return on 
stockholders’ dollars, Bethlehem 13.4% 
and Republic 12.9%, Kaiser earned 
only a fragile 7.8%. 

But toa considerable degree, Kai- 
ser’s waywardness was more apparent 
than real. Planted profitably at Fon- 
tana, California, Kaiser was the only 
integrated plant on the booming West 
Coast. Its sales gain, 60% since 1950 
alone, has ranked with the industry’s 
best. Its operating profit margin, a fat 
23c on the sales dollar, was last year 
the highest of the Big Twelve. 

The explanation was simple. Kaiser, 
a fast-growing firm in a thriving 
market, has been expanding hand 
over fist. As a result it was charging 
off last year 9c on the sales dollar 
for depreciation as compared with 
barely 4c on the dollar for Republic, 
5c for Armco, 6c for Wheeling. 

This is a situation that may get 
worse before it gets better. Last year 
General Manager Jack L. Ashby 
launched a fresh, $118 million expan- 
sion program designed to raise finished 
steel capacity 50% by 1958 (to 1.5 mil- 
lion tons). 

But, however understandable, Kai- 
ser’s dilemma offered scant comfort 
to other steelmen. As they, too, begin 
to expand on Kaiser’s scale, they may 
find themselves in the same spot: 
loaded with debt; profits, on paper at 
least, drained away by depreciation 
charges; and dividend payout reduced 
to a trickle. It explains to a large 
degree why steelmen were wandering 
through 1956 and into 1957 with a 
Hamlet-like air of indecision. 


ForBES, JANUARY 1, 1957 





OIL 


Last year was a highly profitable one for the globe- 
circling oil industry, but it was also a period of extra- 
ordinary risks. 


For oil, the fuel and lubricant of 
modern industry, 1956 was a year that 
blew alternately hot and cold. On the 
one hand, it was a year for profits: at 
the nine-month mark, 30 big oil com- 
panies reported combined net earn- 
ings of $1.8 ‘billion, a figure that 
exceeded the combined profits of 37 
chemical companies, 29 auto and parts 
manufacturers and 26. electrical 
equipment makers. Without question, 
oil was the most profitable industry in 
the entire economy. 

Every company reviewed here 
boosted at least its earnings in the 
first nine months. Add in tax-free 
depletion allowances, and “cash flow” 
earnings looked even better (See 
Table). 

But 1956 was also a year of panics 
and alarms. From the musty minarets 
of Cairo and Damascus; shrill voices 
chanted a fanatic refrain that boded 
no good for the industry’s billions of 
dollars in Middle Eastern properties. 
And in Washington, Congressional 
voices were raised once more in favor 
of taking away the tax benefits which 
depletion allowances have long be- 
stowed on oilmen. 

It was also a paradoxical year. By 
early summer, oilmen began to worry 
about the big stocks of unsold gaso- 
line that were backing up in their 
storage tanks. But then came Suez. 
By the end of the year, Western Eu- 
rope was crying for oil. The U.S. had 
it in super-abundance, and the oil in- 
dustry felt so sure of its demand sit- 
uation that it boosted the price of 
home heating oil for the domestic 
market and seriously considered a 
hike in crude oil prices. 

All in all, the year 1956 underlined 
what should have been obvious to all 
investors: that oil was an industry 
of extraordinary risks, extraordinary 
profits—and extraordinary men. 

Only the Brave 

As is often the case, the biggest 
profits in oil went to those who took 
the biggest risk. That, in two words, 
meant the Middle East last year. The 
risk was spread in daily newspapers 
for all to see. The profits were spread 
equally boldly across the oilmen’s 
balance sheets. 

A quick look at the profit picture of 
the industry shows a striking differ- 
ence. The five great international oil 
companies with heavy stakes in the 
Middle East—Jersey Standard, Cali- 
fornia Standard, Gulf, Texas Co. and 
Socony Mobil—averaged a brilliant 
15.7% return on stockholders’ equity 
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last year. The five biggest companies 
among integrated domestic operators 
earned just 11.8%. The reason for the 
difference was simple: lacking the vast 
quantities of cheap Middle Eastern 
oil that the international firms run 
through their refineries, most do- 
mestic oilmen had to buy crude on 
the outside and watch their profit 
margins suffer. They buy crude at 
$2.90 a barrel, and are sometimes 
lucky to get an extra 85c for all their 
costly labors of refining it. 

Even the comparatively few US. 
oilmen who had enough crude for 
their refineries faced sticky problems: 
new crude deposits in the U.S. have 
been getting increasingly hard to find, 
more expensive to pump up. Arabian 
oil, on the other hand, is both cheap 
and plentiful. Though it requires huge 
capital, the returns on Arabian oil 
more than justify the expenditure. 
Some Wall Streeters estimate that 
U.S. oil companies earn as much as 
75% on their Middle East invest- 
ments, vs. 10% in the US. 

In contrast to expensive U.S. crude 
oil, Arabia’s gushing wells enable 
an operator to produce a barrel of oil 
for just 30c, and sell it at one of the 
Arabian ports for $1.90. Of the profit 
of $1.60, of course, half goes to the 
Saudi, Iraqi or other government in- 
volved as its share of the net. But this 
still leaves the oilman with a fat profit 
of 80c a barrel. Moreover, the share 





BOX SCORE———— 


This is how FORBES’ editors rate 
the management abilities of 17 
leading oil companies (ideal score: 
100). i 

Standard (N.J.) ($7,164.1)* 

Socony Mobil (2,361.9) 

Standard (Ind.) (2,332.4) 

Gulf (2,160.8)...... 

Texas Co. (2,114.6). ; 

Standard (Cal.) (1,855.6) 

Humble (1,323.2). 

Sinclair (1,250.1). ... 

Shell (1,206.9)... . 

Phillips (1,201.9). . 

Cities Service (1,094.7). 

Creole (1,026.2). . , 

Atlantic Refining (611.5). ... 

ome. Gaee.......... 

Continental (503.9)... 

Tidewater (485.4) 

Sunray Mid-Cont. (482.1)... . 


*Total assets in millions as of 12/31/55 
shown in parentheses. 











he pays the foreign government gen- 
erally can be claimed against US. 
taxes and the breakdown of the split 
(55c in taxes, 25c in royalties) gives 
him a fat margin to cut into if profits 
should fall off. 

Tightrope 

These glittering facts have not been 
lost on U.S. oilmen. Of the Big Seven 
of the U.S. industry, only two neg- 
lected the Middle East. One of them, 
Hendry Burns’ Shell Oil Co. does not 
have to toil in Arabia. As an affiliate 
(65% -owned) of the globe-girdling 
Royal Dutch/Shell group, it is tied in 
with one of the world’s two greatest 
sources of oil. Only Dr. Robert E. Wil- 
son, Chairman of the Standard Oil Co. 
of Indiana, is completely frozen out of 
the foreign holdings—and that through 
no fault of his own.” 

But the Middle East, as Nasser 
amply demonstrated in 1956, is an area 
rigged with political and economic 
booby traps. One of the roughest jobs 
facing an oilman in this situation is 
to walk the tightrope between too 
much risk and too little crude. A 
shrewd oilman, then, will copper his 
bets. The shrewdest of them all, Eu- 
gene Holman, 61, chairman of mam- 
moth (gross property $6.6 billion) 
Standard Oil Co. of New Jersey has 
coppered his exceedingly well. 

Of the estimated 2.3 million barrels 
that passed through his refineries on 
every day of last year, roughly 20% 
came from the Middle East. This was 
enough to give his output a rich leav- 
ening of high-profit Arabian oil. But 
it also assured him that his giant 
refineries would not have to grind 
to a halt at Nasser’s or the Kremlin’s 
bidding. Holman has seen to it that 
conveniently-located wells in politi- 
cally-stable Venezuela, as well as the 


*Indiana sold its extensive South American 
properties to Jersey Standard in the early 
1930s 
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ARAB CREW IN SAUDI ARABIA 
Risk and reward. 
U.S. and Canada, provide an even 
larger proportion of the oil he needs 
for his operation. 

Further proof, if any were needed, 
of Holman’s managerial success was 
provided by net earnings last year. 
Jersey Standard’s 17% return on 
stockholders’ equity was the highest 
among the major companies—except- 
ing only the fabulous 40.6% return of 
Creole Petroleum, Jersey’s 95%- 
owned Venezuelan affiliate. Jersey’s 
21.2% return on plowback, again ex- 
cepting Creole’s near-legendary 64.5%, 
also was the best in the industry. 

An examination of Jersey’s prop- 
erty and plant outlays shows the ex- 
tent of its success. Between 1949 and 
1955, Holman spent a total of $3.4 bil- 
lion for replacement and expansion. 
For every dollar spent, Jersey added 
23.4c a year to its cash income. At 
this rate, it got its money back in just 
4.3 years. 

All in all, this makes Jersey’s record 
hard to beat. Standard of California’s 
Chairman R. Gwin Follis, 54, like 
Jersey’s Holman, has succeeded in 
making his $2.4-billion (gross prop- 
erty) company self sufficient in the 
all-important matter of crude oil. Un- 
like Holman, however, Follis has 
nearly half his oil wells in the Middle 
East basket. But he has not been 
unaware of the potential threat to it. 
Even before the alarms of 1956, Follis 
stepped up his search for oil in the 
U.S. Item: SoCal’s dogged efforts as 
one of the leading operators in the 
costly but promising search for oil in 
the offshore water of the U.S. Gulf 
Coast. 

Empire Invaded 

At Texaco, too, which gets 35% of 
its oil from the Middle East, young 
(52) Chairman Augustus Long was 
heavily preoccupied with the search 
for oil last year. For $176.4 million, 
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Long bought control of the British- 
owned Trinidad Oil Co. This move 
further integrated Texaco’s produc- 
tion, refining and marketing in three 
secure corners of the globe: the Car- 
ribbean, Canada and the United 
Kingdom. It also gave Texaco 75% 
ownership in the Regent Oil Co. To- 
day, Regent ranks as the third top 
distributor of petroleum products in 
the United Kingdom. Thus it puts 
Long in a sweet position to cash in 
on future British demand for oil, 
which has been growing at a far faster 
rate than U.S. demand. 

While lagging slightly behind Jer- 
sey’s topnotch return on stockholders’ 
equity, SoCal and Texaco have not 
done at all badly. Their showings in 
the Forses’ survey (see Yardsticks) 
have, in fact, surpassed the industry 
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HIGH 
OCTANES 


The experts see petroleum 
demand jumping sharply in 
the years ahead. 
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1955 1965 1975 
average in every department but divi- 
dend payout. One reason for Texaco’s 
showing: its refineries run more high- 
profit gasoline than most companies, 
and ‘it markets in all 48 states. 

If return on equity in the past 
12 months were the only criterion, 
however, both California and Texaco 
would rank well behind Pittsburgh’s 
$2.5-billion (gross property) Gulf Oil 
Corp. Last year Gulf matched Jersey 
Standard’s 17% in that department 
and turned in one of the better year- 
to-year increases in the industry. 

But Gulf’s Chairman Sidney Swens- 
rud, 56, has attained this high earning 
power through a top-heavy depend- 
ence on Arabian oil. (A fact of which 
investors became uncomfortably aware 
when Egyptian dictator Nasser struck 
at Suez; they bid Gulf common down 
from 147% to 112 in a matter of 
weeks.) No less than 56.4% of the oil 
Swensrud runs through his refineries 
comes from the rich field of the little 
Arabian sheikdom of Kuwait. 


But Swensrud was not sitting on his 
hands last year; strengthening Gulf’s 
Western Hemisphere reserves was his 
first order of business. Drawing on 
Gulf’s vast cash reserves ($439.5 
million at the start of the year), he 
began shopping around for new pro- 
duction. He paid out a fabulous $140 
million for 127,000 acres of land under 
Lake Maracaibo, Venezuela’s “saucer 
of water over a sea of oil.” By merg- 
ing Canadian Gulf with British Amer- 
ican Oil, he obtained control of the 
second largest oil producer in Can- 
ada’s western provinces. 

In the U.S., he bought Warren 
Petroleum, a semi-integrated com- 
pany, and purchased $120 million 
worth of convertible debentures in 
the Union Oil Co. of California. With 
this large holding of Union, Swens- 
rud thus could exercise control of the 
West Coast company any time that 
he pleased. 

Wrong Basket? 

By year’s end, then, Swensrud’s 
Western Hemisphere reserves were 
in far better shape than they had been 
12 months earlier. But Wall Street 
has been harsh in its judgment of 


‘ Gulf’s excessive dependence on the 


Middle East. Its verdict: a good com- 
pany, but one with too many eggs in 
one basket. Of all the world’s great 
oil companies, in fact, only British 
Petroleum, with its vast Iraqi hold- 
ings, was in a more vulnerable posi- 
tion. 

Certainly none of the other Big 
Seven counted so much on the Middle 
East as Gulf did. But B. Brewster 
Jennings’ Socony Mobil Oil Co., with 
problems of its own, could almost envy 
Swensrud his Middle Eastern trou- 
bles. Socony’s problem has not been 
Gulf’s, i.e., too much crude in the 
wrong place. It has been a question 


RIG ON LAKE MARACAIBO 
Antidote to Arabia. 
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HILE WE ARE NOT accustomed to gazing into 
Wess balls, it is significant to study the present 
plans which Public Service Electric and Gas Company 
has formulated for the future. 


Certainly the fact that the company’s capital expen- 
ditures between now and 1965 could exceed one billion 
dollars indicates our belief in the continued growth of 
our electric and gas systems. 


For example, the company expects that its electric 
system load will have increased to about four million 
kilowatts by 1965, which is double the load in 1955. 
In the gas business, the building heating customers have 
increased by 270 per cent since the end of 1950. 








All of this means that New Jersey is growing .. . 
and Public Service is growing along with this great state. 
Industrial development is vibrant; urban redevelopment 
is shown in the “face-lifting” as seen in many New 
Jersey areas, particularly in Newark; residential sec- 
tions continue their healthy population growths. 


The years ahead hold great promise for New Jersey 
and for Public Service. We are dedicated to fulfilling 
that promise. 














of too little crude oil—period. For So- ff How proftably is management putting stockholders’ | 


More than 65,000 companies provide Coke 
on-the-job. Here’s why it’s good business 
for you: 

1. Improved personnel relations. In busi- 
ness and industry, Coca-Cola is preferred 
4-to-1 over the next three national brands 
combined for “on-the-job” refreshment. 
People appreciate its availability. 


2. Fresh energy for work, The great taste 
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of Coke and its welcome little lift make 
“the pause that refreshes” good business. 


3. Reduced time away from work. All loca- 


tions for coolers and empty bottle racks 
are studied for easy availability. 


Your local Coca-Cola bottler is listed in 
the telephone book. He'll be glad to make 
a special study for you of Coke on-the-job. 
Call him today! 
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of too little crude oil—period. For So- 
cony’s wells, both in the U.S. and 
abroad, produce just 64% of the crude 
needed by its world-wide string of 
refineries. As a result, Socony does 
well just to keep ahead of the do- 
mestic companies in earnings power. 
One bright spot: only 6% of Socony’s 
crude moves through the Suez Canal. 

Indiana Standard, in similar fashion, 
never has had enough oil for its re- 
fineries, thus shows earning power 
that ranks below even some of the 
second-line companies. Dr. Wilson has 
been stepping up his exploration pro- 
gram in the US., but his new discov- 
eries have been largely locked in 
by pro-rationing, or state regulation 
of the amount of crude that oilmen 
may pump up. Only by last year were 
his crews actively probing such for- 
eign shores as Cuba and Jamaica. 

Significantly, Indiana has gone in 
heavily for petrochemicals. (Indiana 
already ranks as one of the biggest 
petrochemical producers in the nation. ) 
Significant because profits are longer 
on chemicals than on refining, and 
profits are what a crude-deficit com- 
pany such as Indiana Standard needs. 
Shell, too, reaps more than 10% of its 
profits from its booming chemical 
sideline. Two years ago, Shell’s Burns 
pyramided these profits by snapping 
up a large Government synthetic rub- 
ber plant for a rock-bottom $30 mil- 
lion. Aided by this plant, Wall Street- 
ers estimate, Shell lifted its chemical 
profits alone from $194 million in 1955 
to an estimated $214 million last year. 

Profits At Home 

For an oilman who can’t be a star in 
the Middle East, however, the next 
best thing is to have a surplus at 
home. Consider, for example, Humble 
Oil and Refining, which is 87% owned 
by Jersey Standard. Humble’s Hines 
Baker can turn out no less than twice 
as much oil as his refineries require, 
and stands as the largest domestic 
producer of oil. As in Indiana’s case, 
pro-rationing has kept Baker from 
producing all the oil he actually could 
pump up. Nevertheless, Humble’s re- 
serves (estimated at 3 billion barrels 
a few years ago) are so great that 
Baker boasts a return on equity that 
exceeds even that of the international 
firms. 

Still another example of a well- 
heeled stay-at-home: Continental Oil. 
Though its ratio of crude production 
to refinery runs has dropped off from 
181% in 1946, Continental still pro- 
duced about 110% of the oil it actually 
needed last year. Ex-Jerseyman Leon- 
ard McCollum shrewdly has emphas- 
ized production ever since he became 
head of Continental in 1947. Thus he 
got Continental off to an early start in 
the offshore exploration along the Gulf 
Coast, and now belongs to groups that 
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EARNING POWER 


How profitably is management putting stockholders’ 
investment to work? Colored bar shows net as % of 
investors’ equity per share, averaged for latest five 
years. Broken bar shows indicated rate for latest 12 
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PAYOUT»: PLOWBACK 


How liberally is management sharing profits with its 
stockholders? How much of earnings is being retained 
in the business? Solid portion shows dividends, broken 














PROFITS vs PLOWBACK 






How effectively is management putting plowed-back 
earnings to work to create additional profits? Bars 
show increase in per share earnings from 1948-50 base 

s %o of cumulative plowback per share over latest 
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have accounted for some 40% of the 


total oil discoveries in that area. 


Not 


surprisingly, Continental ranks near 
Texaco and California Standard on 
earning power. 

Nor is Sunray Mid-Continent badly 
off in this same respect. Sunray, in 
fact, was an out-and-out producer un- 
til Chairman Clarence H. 
merged it a few years ago with Mid- 
Continent, a large refiner. As a result, 
Wright now runs an integrated com- 
pany which produces about 85% of the 
oil its refineries need. So it, too, re- 
turned earnings on stockholders’ equi- 





Wright 


ty last year that compared favorably 
with those of the international majors. 

All of which is not to say that an 
oilman cannot make money at home. 
Actually most of the crude-deficit re- 
finers showed impressive increases in 
earnings last year. Cities Service, for 
instance, increased profits to $43.5 
million, the highest in its history. Sin- 
clair’s net reached $66 million, up 
from $56.1 million in the same period 
of 1955. Atlantic did even better. 
From his Philadelphia office, Chair- 
man Henderson Supplee Jr., 53, an- 
nounced that his profits had bounced 
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from $24.4 million to $32.7 million. 
With comparatively few shares out- 
standing, Atlantic’s “leverage” feature 
boosted earnings from $2.61 to a wal- 
loping $3.53 a share. 

Go Abroad, Young Man 

But the economics of oil go far 
deeper than mere increases in earn- 
ings. As the Forses’ Yardsticks show, 
the earning power of most of the 
domestic companies has been declin- 
ing over the past 12 months, while the 
international oilers have been increas- 
ing their power to turn a profit. The 
reason, of course, lies in the oil fields. 
Crude-rich Humble, for example, 
earned 15.9% on stockholders’ invest- 
ment, while Sun, a crude-short re- 
finer, earned 11.7% 

Nor did the task of making money 
from refining alone become any easier 
last year, when oilmen started invad- 
ing each other’s marketing areas. Jer- 
sey suddenly invaded the Mid-West- 
ern bailiwick of Standard of Indiana, 
and its Carter and Humble affiliates 
pushed into other new areas. Con- 
tinental moved in on California Stand- 
ard in the Pacific Northwest, and still 
other companies burst their bounds on 
all sides. 

One inveterate claim-jumper has 
been Phillips Petroleum’s Kenneth S. 
(“Boots”) Adams, 56. No sooner does 
he enter one new territory than he 
pushes into the next. But Adams also 
has found one other strategem for 
keeping profits high. To wring every 
last penny from Phillips’ production, 
he upgrades much of his oil into such 
high-profit products as carbon black, 
triple superphosphate and ammonia. 
In this way, he has returned a better 
profit on stockholders’ equity than 
the average crude-deficit refiner. 

The production of Sunray, Humble 





BLACK GOLD-——— 


In reading their 1955 annual reports last 
year, canny stockholders probed beyond 
the profit column. Only by adding depre- 
ciation and depletion allowances to net 
can an investor see how much money an 
oil company really takes in. Here is how 
“cash flow” compared with reported 
earnings. 
Net per share “Cash flow” 
Jersey $3.61 $ 5.40 
Socony 4.74 8.53 
Standard (ind.) 4.75 8.74 
Gulf 8.19 14.83 
Texas 4.78 8.57 
Standard (Cal.) 3.66 5.85 
Humble 4.88 8.54 
Sinclair 5.68 12.59 
Shell 4.15 10.38 
Phillips 2.78 6.82 
Cities Service 4.88 11.71 
Creole 3.78 4.69 
Atlantic Ref. 4.25 9.15 
Sun 4.72 12.53 
Continental 4.75 8.41 
Tidewater 2.89 6.37 
Sunray 2.27 4.89 














and Continental and the upgrading 
activities of Phillips, however, only il- 
lustrate one point: domestic oil is 
rarely as profitable as foreign oil. 
Thus most domestic oilmen, while 
building at home, also went abroad 
for their financial health last year. 

At Tidewater, for instance, David 
Staples reversed his field and negoti- 
ated an agreement to drill for oil in 
Turkey. Actually, Staples last year 
continued paying the penalty for the 
years in which Tidewater hung on to 
its cash and let the rest of the industry 
expand past it. But last year he 
opened a new refinery on the East 
Coast, and he also stepped up his 
drilling efforts in the U.S. He may get 
added help on his low (50%) crude 
ratio from the Getty Oil Co. The 
Getty interests own about 62% of 
Tidewater, and have launched a vast 
production program on their holdings 
in the Neutral Zone near Saudi 
Arabia. 

Latin Lures 

Many other oilmen went into South 
America last year. For though Latin 
profits may be somewhat lower than 
their Arabian counterpart, they are 
far more secure. Thus when Venezu- 
ela granted new concessions last year, 
one of its first petitioners was a sur- 
prising newcomer, Sun Oil. For 
years, Sun’s Chairman Joseph Pew 
ranted against foreign oil, always kept 
his drillers close to home. By last 
year, however, Sun.no longer had any 
choice. It also broke with tradition 
in marketing. Previously Sun had 
offered just one grade of gas, its “Blue 
Sunoco.” Near the beginning of last 
year, it began selling Sunoco in no 
less than five different grades, all from 
the same pump. 

Similarly, Atlantic Refining picked 
up a concession in Venezuela, though 
it already held some production in the 
country. But Supplee stepped up his 
domestic output as well by buying 
Houston Oil Co., a large Texas pro- 
ducer. Like many of the domestic re- 
finers, Supplee was in a position to 
be sitting pretty if the Middle East 
remains in a turmoil: 1) He sold 
Atlantic’s Eastern Hemisphere in- 
terests to British Petroleum three 
years ago; 2) Any gain in Houston’s 
allowables would boost his profits 
sharply. 

At Sinclair, Chairman Percy Spen- 
cer, 63, was equally busy on two fronts 
last year. In Venezuela, his drillers 
opened up a new field which could add 
“substantially” to Sinclair’s produc- 
tion and reserves. In the U.S., he 
bought out two producers. But Spen- 
cer, though he needs crude for his re- 
fineries, paid a stiff price for one of 
them. For a one-third interest in 
Texas Pacific Coal and Oil, he paid 
roughly $1.10 per barrel of reserves, 
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JERSEY STANDARD’S HOLMAN 
He led the pack. 


a rate which usually brings full own- 
ership to a buyer. 
Canadian Capers 

Though Cities Service crews also 
went into South America, Chairman 
W. Alton Jones actually made his big- 
gest move in Canada last year. Just 
a month before year’s end, in fact, 
he launched a $30 million program 
that will integrate Cities Service in 
all phases of the Canadian oil indus- 
try. Not only was he drilling vigor- 
ously in the difficult Canadian ter- 
rain, but he was also building a 
20,000-barrel-a-day refinery. Millions 
of dollars worth of new service sta- 
tions will sell its output throughout 
Canada. In this manner, shrewd Al- 
ton Jones got in on what may still be 
the ground floor of a fast-growing 
market north of the border. 

But whether oilmen go north, south 
or east, they all seek what Creole 
Petroleum’s Harold W. Haight already 
has found in Venezuela. It is dif- 
ficult to know where to put Creole in 
any oil lineup, for its dazzling per- 
formance places it in the rarefied 
category shared only by a handful of 
super-high-profit sulphur producers. 
In every category of Forses’ Yard- 
sticks, in fact, it has far outstripped 
the competition except on one count: 
equity growth. And here stockhold- 
ers had little need to worry: Creole 
has been showing phenomenal in- 
creases in profit margins, sales and 
net on facilities that were expanded 
right after World War II. 

Not that Duke Haight is relaxing. 
As the biggest producer in Venezuela, 
Haight upgraded his earnings power 
last year to a glittering 40.6% by 
stepping up his refinery capacity to 
294,000 barrels a day. Competing 
oilmen say Haight now plans to in- 
crease the capacity of his bleak, wind- 
swept Amuay refinery to 500,000 bar- 
rels a day by 1960. If so, he ther 
would be running the second larges! 
refinery in the world (No. One: Iran’s 
Abadan). 


ForBEs, JANUARY 1, 1957 


year non-corn sales chipped in 5% of 
Corn Products’ sales, but that was up 
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FOOD 


Everybody’s eating, but many a food packer, producer 


As seen through television’s Cyclops 
eye, one of the most famous faces in 
the U.S. belongs to a handsome’ Ma- 
rine Corps. captain named Richard 
McCutcheon. On the subject, “Food 
and Cooking,” the Marine Corps’ con- 
noisseur was the first to win top 
money on TV’s $64,000 Question, later 
went on to take home $16,000 more on 
the $64,000 Challenge. To many a 
frustrated food processor, from meat- 
packer to fruit picker, it was a wonder 
in 1956 that anyone could make money 
on food. 

Selling food, of course, was one 
thing. All the calorie-counting and 
waistline-watching to the contrary, 
the nation was eating—so went the 
popular idiom—like there was no to- 
morrow. Since World War II, while 
U.S. population has mushroomed 15%, 
consumption of psxocessed foods— 
everything from anchovies to zucchini 
—has beanstalked 45%. 

But profiting from the nation’s ap- 
petite was something else again. In 
1956, the packers, processors and pro- 
ducers were up against fat costs, lean 
margins and the dyspepsia that comes 
with trying to gulp down the unset- 
tling prices on the commodity market. 
Item: at one point recently, green 
coffee prices—to General Foods’ gen- 
eral confusion—zig-zagged from 58c 
a pound to 90c in five months. 
Not that the foodmakers 


were 
starving; far from it. Such excel- 
lently run companies as General 


Foods and Corn Products Refining 
were doing very well indeed. Basically 
it was a case of a situation loaded with 
pitfalls but also well stocked with op- 
portunity. The nation was eating 
ravenously and it was eating better 
(e.g., prime meats, Grade A fancy 
canned goods). 

Significantly, more of the money 
went not for foods that had to be pre- 
pared in the kitchen, but for “con- 
venience” foods already processed and 
prepared in the plant (viz., Swanson’s 
TV Dinners, Milady’s Blintzes). Sig- 
nificantly, because that meant higher 
margins for the processors. The more 
steps they could introduce in process- 
ing, the more they could charge for 
their products. 

The Fat & The Lean 

But not every food producer was 
eating equally high on the hog. It 
took shrewd merchandising and fast 
thinking to stay on top. Not every- 
one, as the record clearly showed, was 
able to bring home the bacon. The 
meatpackers in particular, with the 
leanest earnings and growth records 
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WHAT nN Vil WANT IN 


and processor is still waiting for his first square meal. 


in Forses’ lineup, had to scramble far 
afield for high profit items (e.g., 
Armour into Dial soap, sandwich 
spreads; Swift into 40 frozen foods). 

The meatpacker’s plight is pointed 
up by the fact that plain dressed 
meats (e.g., roast beef, pork chops) 
barely pay their own way, and the 
cost of raw materials, which chews up 
70c of the sales dollar, can mean fa- 
mine in a year of high beef and pork 
prices. In 1955, for instance, Frederick 
William Specht’s Armour earned less 
than 1c on the sales dollar, and meats 
dressed for market actually ran at a 
loss. Only Armour’s Dial soap, which 
has carved out 10% of the roughly 
competitive $250-million toilet soap 
market, saved the day. 

Since then, however, the $10 million 
that Armour’s Specht has ‘spent for 
plant modernization has begun to pay 
off. Says veteran (since 1947) Presi- 
dent Specht: “We can now carry on 
the same operations in a fraction of 
the space formerly used in the older 
buildings, and at reduced cost.” 

Thus, with consumption running 
high, and a wide spread between live 
hogs and pork selling prices making 
for meatier margins, Armour upped its 
first-half earnings to $2.58 a share vs. 
85c the year before, and by year’s end 
reported earnings of about $3.50 per 
share for 1956 vs. $2.49 in 1955. It was 
still not a brilliant showing. At that 
rate Specht still made less than 2c 
on the sales dollar. But for making 
the best of a bad situation, Specht 
must be given a good deal of credit. 

Porter Jarvis, of behemoth Swift & 
Co., was hard hit by a costly ten-day 
strike, which won from him a 10c 
hourly wage increase. Partly as a re- 
sult, profits fell to $2.36 a share from 
1955’s $3.87 a share. At that rate 
Jarvis had had to sell $2.4 billion 


BOX SCORE 


Here is how FORBES’ editors rank the 
management abilities of the Big Ten 
food processors (ideal score: 100). 








8 La eee ae 85 
I NS os io in 85 
National Dairy (469.3)**............ 90 
United Fruit (390.1)**............. 85 
General Foods (383.9)++ ............ 95 
DONO WINE oS bc ccdccadegenecs 85 
Campbell Soup (277.1)***.......... 85 
|. ere 85 
National Biscuit (218.6)**........... 80 


Corn Products Refining (205.6)**..... 90 
Total assets in millions shown in parentheses. 
nee *712/31/58 1413/31/56 









































































































worth of meat to earn a paltry $14 
million. 

Because of this Jack Sprat nature 
of their industry, the lean meatpack- 
ers have little to show in the way of 


earning power. Armour’s 3.7% re- 
turn on equity over the past five years 
is even leaner than Swift’s 6.1%. 
Armour, however, thanks largely to 
Dial, did far better last year (9.1% to 
Swift’s 5.8%) and has produced a 
good return on plowback while Swift 
earned nothing at all on plowback. 
Verdict: to Swift for its consistent 
industry leadership, and especially to 
Armour for its sharp 1956 comeback, 
mild applause for a thankless job 
energetically tackled. 
? Top Banana 

At the other end of the food divi- 
dend pole is Kenneth Redmond’s 
United Fruit, which has doled out 
dividends (averaging 80% of earn- 
ings in the past five years) without 
letup since 1899. Yet banana-boating 
United shares with meatpacking Swift 
the skimpiest growth among all food 
producers (2.8%). 

The world’s largest grower and 
shipper of bananas (60% of all stems 
brought into the U.S. and Canada), 
Unifruit’s house precariously stands 
or falls on bananas. Its fortunes not 
only blow on the constantly shifting 
winds of Central American politics, 
but on those of Mother Nature her- 
self. In an average year, wind and 
flood can mean losses of some 25% 
of the total banana crop. 

Subject to many uncontrollable in- 
fluences, Redmond’s United Fruit is 
also conspicuously close-mouthed 
about its business, reveals no sales 
figures. Says one United Fruit execu- 
tive: “That’s a question we ourselves 
don’t ask.” At year’s end, however, 
United’s “total income,” which waned 
from $119 million in 1950 to $76.6 mil- 
lion in 1955, did not look to be much 
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EARNING POWER 


years. 


How profitably is management putting stockholders’ 
investment to work? Colored bar shows net as % of 
investors’ equity per share, averaged for latest five 
Broken bar shows indicated rate for latest 12 


months. 
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GROWTH POWER 


How fast is management making stockholders’ equity 
grow? Bar shows average 


% increase (solid color) or 


decrease (broken color) over latest reported 5-year 
period. 
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PAYOUT > PLOWBACK 


How liberally is management sharing profits with its 
stockholders? How much of earnings is being retained 
in the business? Solid portion shows dividends, broken 
portion reinvested earnings. 


Basis: latest 


— peries._ 


reported 
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PROFITS vs. PLOWBACK 


How effectively is management putting plowed-back 
earnings to work 
show increase in per share earnings from 1948-50 base 
as % of cumulative plowback per share over latest 


to create additional profits? Bars 


reported 5-year period. 
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better than the latter, and earnings, 
down 7% at the half, would probably 
slip below 1955’s $3.82 a share. True, 
United Fruit has managed a better- 
than-average 11.9% earning power 
since 1950, which is on a respectable 
par with well-run Corn Products Re- 
fining Co. Overshadowing this, how- 
ever, is the continuing downtrend of 
Redmond’s earning power, his failure 
to produce profits from plowed-back 
earnings. 
The Corn Is Green 

In two ways at least, William 
Thomas Brady’s Corn Products is in 
the same banana boat as Redmond’s 
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ratio, at the lowest ebb in two decades, 
and a @9 millinan lano-—tarm deaht that 


Unifruit. As a dividend divvier, Corn 
Products is every bit as dependable 
(since 1920), but not quite so open- 
handed (68% of earnings since 1950). 
And like Unifruit, Corn Products— 
until recently—was largely dependent 
on one-crop corn. The big equalizer 
is that while United Fruit’s sales have 
slumped off, Corn Products’ have more 
than doubled in the last ten years. 
Its profits, too, have risen slowly but 
steadily. 

Moreover, subject too long to the 
whims of corn prices, Corn Products’ 
Brady vows: “We want to get further 
away from depending on corn.” Last 


year non-corn sales chipped in 5% of 
Corn Products’ sales, but that. was up 
from practically nothing the year be- 
fore. Having already added Bosco 
chocolate-flavored syrup and water- 
softening NuSoft, Brady at year’s end 
was also after Refined Syrups & Sug- 
ars, Inc., a money-making outfit with 
$25 million in sales. But the deal held 
fire while the FTC considered the ad- 
visability of the nation’s largest proc- 
essor of corn syrups getting into the 
cane sugar field as well. 

For 1956, Corn Products’ Brady 
pushed sales toward a new peak of 
$300 million, though a drop in divi- 
dends from foreign subsidiaries prob- 
ably brought earnings below 1955's 
$2.29 a share. 

Soup & Crackers 

One pair of food producers that go 
together as gastronomically as soup 
& crackers is William Beverly Mur- 
phy’s Campbell Soup and George 
Henry Coppers’ National Biscuit Co. 
Both are leaders in their fields, and 
both have exhibited almost identical 
earning power, net only over the past 
five years, but in the last year as well. 
And both “Bev” Murphy and up- 
from-office-boy George Coppers are 
trying hard to make up for lost time. 

Campbell, long reined in by tight 
family control (Soup King Dr. John 
Dorrance’s trust estate still controls 
82% of the stock), let its soup stand 
in the early postwar years while other 
food giants bought and built. Thus, 
although sales quintupled from 1940- 
55, net income barely doubled. Nabis- 
co, also shying away from costly 
modernization, watched its sales rise, 
but its margins narrow. But since 
Bev Murphy became chief chef at 
Campbell and Coppers began firing 
the ovens at Nabisco, both firms have 
begun to move. 


Murphy modernized Campbell’s 
main plant at Camden (N.J.), had a 
new plant going up at Napoleon 
(Ohio), and a West Coast mushroom 
plant scheduled for completion this 
year. In addition, Campbell . has 
broadened its field, picking up pot- 
piemaking C. A. Swanson & Sons and 
bringing out such soup delicacies as 
cream of shrimp, which “Campbell 
can now bring you—thanks to freez- 
ing.” 

At Nabisco, an equally ambitious 
building-modernization program was 
in progress, with a $15-million plant 
opened last year in Philadelphia and 
a $23-million building set to open this 
year in Fair Lawn, N.J. But Nabisco 
may have waited too long. A con- 
veyor-type band oven, hallmark of 
baking modernity, which cost $320,- 
000 in 1941, last year cost $1.2 million. 
Added to Nabisco’s woes was the state 
of its net working capital-to-sales 
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WHAT DO YOU WANT IN 
CALIFORNIA? 


A job or a business of your own? 

A vacation to Hollywood, San Francisco, Yosemite, elsewhere in 
California—at a price you can afford? 

A place to retire on a small income? 

A home in the sun, with year-round spring-like days? 


No matter what you seek in California, William Redgrave's big book 
California—the State That Has Everything shows you city by city, 
town by town, road by road, everything you'll find in this big state. 

If you are vacationing, his clear and detailed facts just about guar- 
antee you won't miss anything worth seeing. And you will welcome 
his long lists of recommended restaurants, motels, and hotels where 
you can stop at the price you want to pay. : 

If you're looking for a job or a business of your own, California— 
the State That Has Everything gives you the facts you want. With 
William Redgrave's a you'll find the California that appeals to 
you—whole regions with just the degree of warmth and sunshine 
you want, with houses and rentals priced within your means. If 
you're single, you'll find the best places to live for the fun and 
entertainment you want. If you’re a family man, you'll find the best 
places to raise a family. If you want to retire, you'll find the pleasant- 
est places in all California to live on a small income. 

There's so much more to this book—the facts you need if you're 
thinking of living in a trailer, the best places to fish and hunt, where 
to go for a college education, what you'll pay in taxes, how best 
to find your own retirement or vacation paradise, etc., etc. There's 
so much information, in fact, that you probably wouldn't learn as 
much about California in months, even years, of traveling around 
this big state as you can learn from this one big book. Yet it costs 
only $2. Mail coupon today for your copy. 


Where Will You Go in Florida? 


if You Want a Vacation You Can Afford? 


Florida needn't be expensive—not if you know just where to go for 
whatever you seek in Florida. And if there’s any man who can give 
you the facts you want it’s Norman Ford, founder of the world- 
famous Globetrotters Club. (Yes, Florida is his home whenever he 
isn't traveling!) 

His big book, Norman Ford’s Florida, tells you, first of all, road 
by road, mile by mile, everything you'll find in Florida, whether 
you're on vacation, or looking over job, business, real estate, or 
retirement prospects. 

lways, he names the hotels, motels, and restaurants where you 
can stop for the best accommodations and meals at the price you 
want to pay. For that longer vacation, if you let Norman Ford guide 
you, you'll find a real “paradise”—just the spot which has everything 
you want. 

Of course, there’s much more to this big book. 

if you want a job or a home in Florida, Norman Ford tells you 
just where to head. If you want to retire on a small income, Norman 
Ford tells you where life in Florida is pleasantest on a small income. 

Yes, no matter what you seek in Florida—whether you want to 
retire, vacation, get a job, buy a home, or start a business, Norman 
Ford’s Florida gives you the facts you need to find exactly what 
you want. Yet this big book with plenty of maps and well over 100,000 
words sells for only $2—only a fraction of the money you'd spend 
needlessly if you went to Florida blind. 

For your copy, fill out coupon now. 


MAKING MONEY FROM FLORIDA REAL ESTATE 


. . « the newcomer’s guide to buying a home or in- 
come producing property that’s worth the money 
and more. 


Almost town by town, development by development, the editors of 
Harian Publications pinpoint the areas in all this big state where 
you can = good values even today and experts think property 
values will increase. Hundreds of government officials, real estate 
men, etc. were consulted to get the facts even old time residents wish 
they had and newcomers certainly need to make a sound purchase. 


Here are the amazing answers to these important 
questions and hundreds more. 


@ Where is there cheap land in. Florida? Which of this low priced land is 
worth buying? 

@ How can you—like thousands of others—live rent free in Florida? 

@ What's the best way to cut the price of the real estate you want to buy? 

@ How can you tell how much a vacant lot is really worth? That you're not 
being overcharged? 

@ Want to run a motel? Which is the wrong way to get yours: build it or buy 
an already operating motel? Which of two deleaby pitead motels could earn 
$3000 a year a unit, while another one that looks the same can be empty night 
after night? 

@ Why ore we groves a real gold mine for the absentee owner? 

@ Some kinds of income property have been reported to pay 40% a year. 
Where could you find such property? Is this the low-cost way to retire to 
Florida? 

Making Money from Florida Real Estate—the book which 300 ap- 
praisers, builders, brokers, economists, and other experts helped 
the editors of Harian Publications to prepare—takes you on an 
insider's tour of Florida cities and towns: iami, the Gold Coast, 
the Keys, St. Petersburg, the West Coast, and all the other four- 
star regions in Florida. Here’s the current real estate picture in each 
of them—the way to get a good buy in your Florida home, where 
to get property for the long pull, whether and where to buy income 
property, and dozens of other important topics. 

Your home or other real estate investments is going to cost you 
thousands. Make sure your money doesn’t go down the drain—that 
you buy property that is valuable today and will be worth even 
more tomorrow. Only $2.50—only a fraction of what you're going 
to spend just to reach Florida—for this detailed guide to making 
your money do a man-sized job in Florida. 
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Where Do You Want to Go? 


FRANCE? WEST INDIES? BRAZIL? 
HAWAII? MEXICO? 
Passenger-carrying 


FREIGHTERS are the secret 
of low cost travel 


Yes. for no more than you’d spend at a resort, you can take a never-to-be 
forgotten cruise to Rio and Buenos Aires. Or through the Canal to either 
New York or California. Or to the West Indies or along the St. Lawrence 
River to French Canada. In fact, trips to almost everywhere are within your 
means 


And what accommodations you get: large rooms with beds (not bunks), 
probably a private bath, lots of good food and plenty of relaxation as 
you speed from port to port. 


Depending upon how fast you want to go, a round the world cruise can be 
yours for as little as $250-8300 a month. And there are shorter trips. Fast 
uncrowded voyages to England, France, South America; two or three week 
vacations up and down the Pacific Coast or to New Orleans. Name the port 


and the chances are you can find it listed in Travel Rowtes Around the World. 
This is the book that names the lines, tells where they go, how much they 


charge, briefly describes accommodations. Hundreds of thousands of trav- 
elers all over the world swear by it. Travel editors and travel writers say 

To learn how to travel for as little as you'd spend at a resort get Trevel 
Routes Around the World."’ 

It’s yours for just $1, and the big 131 page 1957 edition includes practically 
every passenger carrying service starting from or going to New York, Can- 
ada, New Orleans, the Pacific Coast, Mexico, South America, England 
France, Africa, the Indies, Australia, the South Seas, Japan, Hawaii, etc 
There’s a whole section called How to See the World at Low Cost, plus pages 
and pages of photos and maps 

A big $1 worth, especially as it can open the way to more travel than you 
ever thought possible. For your copy, simply fill out coupor 





Will your next vacation really 
be something to talk about? 


The surest way to guarantee a new, different. and exciting vacation is to 
learn the hundreds of things you can do and the places you car isit on the 
money you want to spend 

Norman Ford, founder of the world-known Globetrotters C tells you 
that in his book Where to Vacation on a Shoest g. This is the man who has 
spent a lifetime searching for the ways to get more for ) noney in vaca 
tions and travel 

. ° 
In his big book, you learn 

about low cost summer paradises, farm vacations ications on far-off 

islands, on boats drifting down lazy streams while you fish 

about vacations at world-famous beaches, under palm and eucalyptus 

trees, in government subsidized vacation resorts, in Indian country. along 

rugged coastlines, on ships and by rail 

about dude ranches you can afford; what to see, do, and how to save at 


national parks and in the cities most Americans want to visit 


about low cost sailing ship cruises, houseboat vacations in the North 
Woods, fantastically low cost mountain vacations, the unknown vacation 
wonderlands almost at your front door 


Of course, Norman Ford knows where to get real vacation bargains in all 
Americz, from Maine to California, and in Canada, Mexico, etc. At no time 
does he ask you to spend a lot of money to enjoy yourself, no matter how 
really different and exciting is the vacation you choose through his experi- 
enced advice. Always, he tells you the many things you can do within your 
budget and how to get more for your money (if you travel by car, he shows 
how most auto parties can save $6 or $7 a day) 

You can’t help but learn something that is just meant for you. Yet, Where 
to Vacation on a Shoestring costs only $1. To make sure your next vacation 
will be something to talk about, get the facts now 


oF Fill Out and Send At Once For Quick Delivery 


ee a ee a ee 
Mail to HARIAN PUBLICATIONS, 128 Spring St. 


Greenlawn (Long Island), New York 


I have enclosed $ (cash, check or money order). 
Please send me the books checked below. You will refund my 
money if I am not satisfied. 7 
[] Travel Routes Around the World. $1. 

CL) Norman Ford's Florida. $2. 

(] Making Money from Florida Real Estate. $2.50. 

() California—the State That Has Everything. $2 

() Where to Vacation on a Shoestring. $1. 

(CD Special offer: All books above ($8.50 value) for $7.50. 


Print Name 


Address 


City & State 
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ratio, at the lowest ebb in two decades, 
and a $2-million long-term debt that 
comes due next year. Thus unless 
Nabisco’s earnings pick up consider- 
ably, its $2 dividend may be in danger. 

In 1956, however, Nabisco at least 
seemed headed in the right direction 
as sales were expected to hit a record 
$410 million and net possibly $2.70 a 
share vs. $2.59 in 1955. As for Camp- 
bell, Bev Murphy had his troubles 
with a washed-out 1955 tomato crop 
and soaring tinplate prices, but hav- 
ing already broken all sales records in 
fiscal 1956, he thought he could do 
the same this year. Just to make sure, 
he is prepared to ladle out another 
$30 million for expansion in 1957, $10 
million more than last year. All else 
besides, Bev Murphy’s clan Campbell 
could also claim to stand just behind 
Coca-Cola and General Foods in earn- 
ing power (see Yardsticks) so far as 
the food industry was concerned. Dis- 
quietingly, however, Campbell’s earn- 
ing power slipped in the latest 12 
months from its five-year average of 
13.1% to 12.7%. A small enough drop 
in itself, this looked a little bad in a 
year when the food industry average 
was rising. 

Milk & Money 

For Edward Ellsworth Stewart’s 
National Dairy Products Corp. and 
Harold Comfort’s Borden Co., the 
nation’s two biggest milkmen, it was 
a question of keeping those bottles 
quiet. In midyear, the ever watch- 
ful FTC charged both companies with 
growing too big too fast at competi- 
tor’s expense. National Dairy, said 
FTC, had absorbed 40 companies 
since 1951, and Borden no less than 
80, increasing its sales 30% in the 
process (to some $850 million last 
year). 

This may be so, but National Dairy 
could also point out that to boost its 
sales $170 million since 1952 it has 
spent almost the same amount of 
money to get them there. In the first 
nine months last year, costs and op- 
erating expenses soared $60 million 
over the same period the year before. 
Thus like most food giants, National 
is facing up to a kind of Malthusian 
nightmare: while sales rise arith- 
metically, the expense of maintaining 
that growth is increasing geometri- 
cally. 

“You never stand still,” Stewart 
maintains. “You must always go ahead 
or fall back.” Going ahead, National 
will spend $57 million this year, $240 
million in all over the next five years. 
With already the widest line of dairy 
products, National must still battle 
every inch of the way with the 150 
new products that compete each week 
for shelf space in the nation’s food 
chains and supermarkets. Significant- 
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misleading. If growth is to 


PLUMPER 
PROFITS 


The major U. S. food processors have 
managed fo fatten their profits faster 
than their sales in the past five years, 
mainly by taking an increasing share 
of the housewife’s work out of 
the kitchen. 
1951=100 
Based on combined figures for 


nine of the ten companies, United 
Fruit excepted. 


Earnings 
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ly, last year National discovered that 
its best chance for growth lay over- 
seas, where nine-month sales hit $58 
million (out of some $1 billion), a 
25% boost over the same period in 
1955. 

Borden’s Harold Comfort has found 
another means to the same end. He 
has diversified into chemicals, a field 
not so far removed from milk con- 
sidering that Borden’s plastic chemi- 
cals started largely with casein, a 
plastic building block found in milk. 
As a result, Borden now milks 6% 
of its sales from chemicals (up from 
3.6% in 1955), produces about 12% 
of the $48-million national output of 
plastic-making formaldehyde. 

Yet Borden still has to go some to 
match National Dairy’s performance. 
It lags not only behind National, but 
the industry average in earning power 
and growth power. And while both 
dairies share the same generous 61% 
dividend payout, National has earned 
an above-average (for the industry) 
12.2% on its plowed-back profits 
compared with Borden’s watery 3.5%. 

Magic Chef 

Still, when it comes to setting a 
square meal before their stockholders, 
the only company on Forses’ food 
roster that can boast anything re- 
sembling the gourmet’s touch is 
Charles Mortimer’s General Foods. 
Well above average by every yard- 
stick measure (except for General 
Foods’ below-par 55% dividend pay- 
out), General Foods, the jack of all 
foods, leads the industry in every 
power. 


be mea- 
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Ex-adman Mortimer’s product line- 
up reads like a “Who’s Who” of the 
grocery world. Mortimer brews a 
brisk 40% of sales from coffee alone 
(Maxwell House), and already has a 
pantryful of diversified foods (Jello, 
Birds Eye, Swans Down, Postum, 
Gaines dog meal). He believes with 
an adman’s verve in showering the 
housewife with brand upon brand. 
If there are enough boxes to choose 
from, one of them is bound to be a 
General Food. In fiscal 1956, no less 
than one third of General Foods’ 
$931-million sales came from prod- 
ucts the company has added during 
the last decade. 


Even so, for an outfit as big and 
busy as General Foods, profit margins 
have held remarkably firm. Last year 
sales rose 13%, while pretax net 
swelled up 26%. Thus General Foods 
may pay out less than industry aver- 
age in dividends, but it realizes an 
admirable 19.4% on plowback. To 
keep the ball rolling, Mortimer will 
spend $24 million this year, $6 million 
more than last, on plant expansion and 
product development. And all of it, 
in a company that recently retired its 
preferred (at a cost of $23 million), 
will be internally financed. 

In still another way, 1956 was a 
year of accomplishment for Charles 
Mortimer. In the 12 months ending 
September 30, he pushed General 
Foods’ return on stockholders’ equity 
to a rich 17.8%. In so doing, he 
crowded Robert Woodruff and Wil- 
liam Robinson’s Coca-Cola Corp. out 
of the first place spot for earning pow- 
er in the food industry. 

For “Coke’s” 22,419 stockholders, 
however, this was not nearly as seri- 
ous as another lapse in the profits 
picture: over the past six years, Coca- 
Cola’s earnings have been on the 
downgrade. As a result, the company 
last year was able to show no re- 
turn at all on the $35 million worth 
of earnings that have been plowed 
back into the business in the past five 
years. 

The reason, by last year, had be- 
come common gossip. Al Steele’s pro- 
motion-minded Pepsi Cola had zipped 
its sales from barely 20° of Coca- 
Cola’s in 1950 to 40° of Coke’s last 
year. Under Robinson, who became 
president in 1955, Coca-Cola started 
moving again. Robinson began offer- 
ing Coke in 10, 12 and family-size 
26-ounce bottles, spent 25c out of 
every sales dollar to promote more 
sales. Result: at 1956’s nine-month 
mark, Coke’s earnings bubbled up 
30c a share to $5.69 while Pepsi’s 
dropped slightly from $1.32 to $1.22. 
Wall Street thus could no longer ac- 
cuse Coke’s management of being 
asleep at their bottling machines. 
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ALUMINUM 


Now that aluminum supplies have nearly caught up 
with demand, aluminum management faces its big- 


Ir was a year to put the aluminum 
producers’ managements on their 
mettle. For six years, one all-impor- 
tant question has engrossed them: 
How to turn out more of the urgent- 
ly needed white metal? Not, it should 
be noted, the normal test of manage- 
ment resourcefulness: How to pay for 
that new capacity? That problem has 
been largely taken care of by Uncle 
Sam, who liberally bestowed help in 
the form of rapid amortization. 

Nor, most certainly, was the indus- 
try’s crucial question: How to sell its 
rapidly expanding output? For every 
pound of aluminum the industry pro- 
duced, not only was there an eager 
buyer ready, but still others anxious- 
ly waiting in line. 

New Rule Book 

By year’s end, however, the entire 
economics of the industry had 
changed. From here on out, as two 
fundamental events made clear, the 
aluminum industry will be working 
by a new rule book, and one full of 
the normal business risks. 

It was one thing, for example, for 
the aluminum producers to plunge 
headlong into expansion when fast 
tax writeoffs were granted on from 
48% to 94% of the cost, with large 
consequent increases in corporate 
cash flow. It is quite another to budg- 
et huge capital outlays without such 
help. Yet by December the industry 
had received the last certificates of 
necessity it will get barring a new 
national emergency. 

It is also, as the industry’s brass 
were discovering, one thing to do 
business when demand for your prod- 
uct appears to be insatiable, quite 
another when supply catches up with 
demand. Yet by year-end the indus- 
try was on the verge of reaching that 
point. As Irving (“Chief”) Wilson, 
66, Alcoa’s craggy president, observed 
in November, “The simple economic 
facts are that the industry, in at- 
tempting to catch up with rapidly 
increasing demand, is at last succeed- 
ing. .. .” Concluded he with a leath- 
ery smile: “[We are] apparently go- 
ing to be temporarily ahead in the 
race to make aluminum available for 
expanding markets.” 

That crucial turning point notwith- 
standing, the aluminum producers 
were not laying aside their expansion 
blueprints, Alcoa included. Having 
boosted aluminum output ninefold 


since 1939, to 1,675,000 tons last year, 
the industry has embarked on a big, 
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for that dubious penalty: the lowest 


gest test. 


near-$1-billion building program that 

will boost capacity still another 40% 

to 50% in the next two years. 
Opportune Abundance 

Actually, for the producer who can 
grasp the chance, abundance spells 
opportunity. Because supplies have 
been uncertain, many fabricators 
who wanted to switch to aluminum 
have delayed doing so. But these new 
markets for the white metal will not 
open up overnight; it will take mer- 
chandising and pioneering by the 
aluminum producers themselves. 

By 1960, for example, use of alumi- 
num in Detroit's automobiles, which 
presently averages about 35 pounds 
per car, should rise to at least 50 
pounds. Eventually, when casting 
problems are solved for such items 
as aluminum engine blocks, the total 
may rise to as much as 300 pounds 
per automobile. Already Reynolds 
Metals has earmarked for Ford Motor 
Co. 320,000 tons of a 100,000-ton in- 
itial output at its new, $115-million 
Listerhill (Ala.) primary reduction 
plant, to be ready by autumn of 1957. 
Its Jones Mills (Ark.) reduction plant 
will supply General Motors with 
20,000 tons of molten metal a year. 
Wilson’s Alcoa also is known to be 
not far behind, if behind at all. Kais- 
er Aluminum too has its sights on 
the lush auto market, is currently 
working with the Doehler-Jarvis 
division of National Lead, the world’s 
biggest die-caster, to develop an all- 
aluminum engine block weighing only 
43 pounds (vs. 175 pounds for present 
iron ones). If all Detroit’s engine 
blocks were made of aluminum, 
Chairman Henry Kaiser estimates, 
they alone would consume virtually 
all the aluminum now being produced. 

Almost as much may one day go 
into construction, a field pioneered 
by Alcoa with its aluminum-sided, 
30-story Pittsburgh headquarters 
building, completed in 1952. No less 
than 200 aluminum-sided buildings 


BOX SCORE 


Here is how FORBES’ editors rate 
the management abilities of the 
Big Four aluminum producers (ideal 
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are now built or building, and Alcoa 
has the lion’s share of the business. 
Not to be outdone, Reynolds has spent 
three years and $500,000 assembling a 


book which is. an 
aluminum use in architecture. Al- 
ready 70% of all van trailers con- 
tain aluminum, and aluminum use 
in refrigerators now averages 17 
pounds per unit. Moreover, scarcely 
an electric utility in the country is 
designing anything else into its trans- 
mission lines, and its potential merely 
in cans as a replacement for tin virtu- 
ally equals all present capacity. 
The Magnificent Retreat 

How capable is aluminum industry 
management of seizing such oppor- 
tunities after a decade and a half 
when its fundamental problem was 
getting production and still more pro- 
duction? For Forses’ estimate, com- 
pany by company, see the table head- 
ed “Box Score.” 

Paradoxically, Forses’ highest rat- 
ing goes to a company whose progress 
in recent years has been mostly back- 
wards in one respect—share of the 
market. In 1940, the Aluminum Com- 
pany of America had 100% of the US. 
aluminum market; last year it had 
only 43%. Such backsliding might 
well have utterly demoralized many 
managements. 

Instead, Alcoa’s has been a magnifi- 
cent retreat. Since the war, it has 
spent more than $875 million for new 
capacity, in each of the last two years 
has produced nearly 4% times as 
much primary aluminum as it did in 
any prewar year, when it had the 
market all to itself. That by an outfit 
which as late as 1949 grossed less 
than half that sum, and whose entire 
revenues last year totaled barely 
more. Since 1950 alone, Alcoa’s out- 
lays have totaled nearly $600 million. 
Such bold spending is the rule rath- 
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er than the exception in the aluminum 
industry. While Alcoa was building 
up its gross plant account from $222.2 
million in 1939 to $1.2 billion at mid- 
year, Reynolds and Kaiser, starting 
from a standstill, were accelerating 
at an even faster pace. From virtu- 
ally nothing in 1940, Reynolds by 
midyear had built up a gross prop- 
erty of $425 million. Kaiser, which 
started from scratch in 1946, now has 
a gross plant exceeding $350 million. 

What makes Wilson & Co.’s huge 
effort so remarkable is that it was 
largely accomplished on sheer nerve. 
For the fact is that Alcoa, as the tar- 
get of trustbusters eager to cut it 
down to size, has undeniably been 
the least favored of the Big Three 
U.S. aluminum producers whenever 
government favors were being meted 
out. Not only did the U.S. put both 
Reynolds and Kaiser in business with 
RFC money, but it sold them efficient 
wartime plant at roughly 30 cents on 
the dollar. This was no small blow 
to Alcoa, whose patents, knowhow 
and management had largely built 
them and run them. It also put Alcoa, 
much of whose plant was of prewar 
vintage, at a huge disadvantage. 

Moreover, when it came time to 
hand out certificates of necessity for 
new plant, Alcoa was last in line. Thus 
of the $573 million in net capital addi- 
tions Alcoa has made since 1950, only 
$275 million, or 48% of it, has quali- 
fied for fast tax writeoffs. By contrast, 
$158.9 million, or 64% of the $248.7 
million Reynolds has spent for new 
plant since 1950, has so qualified. In 
Kaiser’s case, the proportion is even 
more extreme. No less than $250 mil- 
lion, or 94% of the $265 million it 
has spent for new plant in the period 
has been covered by such certificates. 

The Lineup 

In almost any financial comparison, 
therefore, Alcoa’s Wilson is apt to 
come out poorly. In percentage growth 
in stockholders’ equity, as measured 
by Forses’ Yardsticks, Alcoa’s aver- 
age yearly gain has been only 70% 
as great as that of Nathaniel Davis’ 
Aluminium over the past five years, 
slightly more than half of Dick Reyn- 
olds’, and less than half of Aluminu- 
man Henry Kaiser’s. 

Similarly, Alcoa ranks ahead only 
of Aluminium in the return it shows 
on stockholders’ equity (17.5% to 
10.3%), and far behind Kaiser 
(21.8%) and Reynolds (24.7%). The 
wonder is that in last year’s first nine 
months Alcoa’s profit margin (21% 
before taxes) equalled Reynolds’ 
(also 21%) and fell just short of 
Aluminium’s (22%). In its Septem- 
ber quarter, Kaiser also produced a 
21% profit margin. 

Yet such comparisons are at best 
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misleading. If growth is to be mea- 
sured in percentile terms, Alcoa can 
not come out favorably since it start- 
ed with far more. Similarly, its ratio 
of earnings to equity is also apt to 
run low, because its capitalization is 
far less leveraged with debt than 
Reynolds’, Kaiser’s or Aluminum’s. 
Where debt makes up only 32% of 
Alcoa’s total capitalization, it repre- 
sents 40% of Aluminium’s, and just 
under 60% of Reynold’s and Kaiser’s. 
Fast Steppers 

If Alcoa’s Wilson is conservative in 
his debt policy, Dick Reynolds is 
radical in his. Reynolds’ long-term 
debt will soon add up to $294.7 mil- 
lion, or 72c for each dollar of sales 
vs. 31.5c for Alcoa. Partly because 
of the cost of servicing it—about $13 
million annually—only 4.7c of Dick 
Reynolds’ sales dollar finds its way 
into his depreciation and amortization 
accounts. By way of contrast, 5.3c of 
each Alcoa sales dollar goes there. 
Kaiser, whose sales run close to Reyn- 
olds but whose debt is only three fifths 
as large actually tucks away 6c. 

A few years ago, Reynolds’ debt 
looked like a huge millstone around 
its corporate neck. But with hind- 
sight, it looks smart indeed. For in 
boom times borrowed money is cheap 
money; it earns far more than it costs. 
And as Reynolds’ stockholders have 
learned to their delight, it provides 
immense leverage to earnings and 
growth with no dilution of their equi- 
ty. Nevertheless, not a few in Wall 
Street wish Dick Reynolds would 
speed up repayments on plant and cut 
down Reynolds Metals’ debt. 

Probably nobody in the industry 
hustles as Dick Reynolds does in an- 
other respect: in search of the fabri- 
cating dollar. As of now, fabricated 
items account for 78% of Reynolds’ 
sales, compared with 68% of Alcoa’s, 
67% of Kaiser’s and only 35% of Alu- 
minium’s. Reynolds makes no secret 
of it that he would like it to be 100%. 
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The reason is not hard to find. In the 
aluminum business, the biggest in- 
vestment is in the potlines that make 
primary aluminum; the cost of fabri- 
cating facilities is much smaller. Thus 
a pound of Reynolds-made aluminum, 
which brings in only 25c as ingot, 
brings in an average of 55.6c in fabri- 
eated form. Moreover, fabricating 
profits tend to run much higher than 
on ingot. 

In search of this superimposed profit, 
no aluminum producer is as tremen- 
dously aggressive as Reynolds. While 
Alcoa has confined its promotion out- 
lays primarily to institutional adver- 
tising, Reynolds’ ads shout product. So 
successfully so, in fact, that Dick 
Reynolds has the lion’s share of the 
aluminum foil market in his pocket. 
For many a housewife, kitchen foil is 
Reynolds Wrap (an idea Alcoa is 
striving mightily to overcome). 

Yet there is a fundamental argu- 
ment in the industry whether Reyn- 
olds’ pursuit of fabricating profits is a 
smart policy in the long run. Alcoa, 
for one, thinks not. Alcoa, of course, 
also makes foil, and its Wear-Ever 
pots and pans lead all other similar 
kitchenware in sales by far. Yet only 
13% of its sales come from end prod- 
ucts. And that is deliberate policy. For 
Alcoa regards itself first and last as a 
supplier of raw ingot and semifabri- 
cated aluminum. When no one else 
will make it, Wilson’s men will manu- 
facture an end product; but when 
other manufacturers move in, Alcoa 
almost invariably moves out. 

The reason is simply that where 
there are only four major North 
American primary aluminum produc- 
ers, they sell to no fewer than 24,000 
fabricators. In the long run, Alcoa’s 
policymakers believe, the fastest way 
to make the industry grow is to let 
the independents handle the consum- 
er end. So far, Kaiser has been too 
busy increasing its ingot production to 
wander far from Alcoa’s philosophical 
footsteps. But if it were to depart in 
Reynolds’ direction, Alcoa’s 
would have to reconsider. 

Northern Star 

North of the border, Aluminium’s 
youthful president, Nathaniel Davis, 
41, nephew of Alcoa Chairman Arthur 
Vining Davis, feels the same way— 
only still more strongly. Apart from 
limited fabricating facilities in Great 
Britain and at home, the market he 
looks to for sale of his rapidly rising 
ingot output must be the U.S.’ fabri- 
cators. Because of a tariff on imported 
aluminum fabrications (reduced to 
2.5c last year) and higher freight 
costs, Davis is not likely to make any 
big splash here with end products. 

Yet Nat Davis has one big advantage 
which more than compensates him 
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sales were off 15% to $8.1 billion; its 
net down 30% to $639.6 million. Ford 
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for that dubious penalty: the lowest 
cost per ingot-pound in the industry. 
Main reason: cheap electric power, a 
prime cost in primary aluminum pro- 
duction. Since every additional mill 
cost per kwh adds Ic per pound to the 
cost of aluminum pig, this is no neg- 
ligible item. Where Aluminium’s big 
Kitimat generators produce electricity 
for not much more than 1 mill per 
kwh, the average cost in the US. 
probably averages 2%-3 mills, and 
T.V.A. juice for some of Reynolds’ 
Arkansas smelters may run as high 
as 7 mills. 

Thus Davis can produce ingot alu- 
minum, ship it into the U.S., pay a 
1.4c per pound tariff (recently re- 
duced from 1.5c) and still make a 
handsome profit. In fact, Aluminium’s 
pretax profit margins are traditionally 
the highest in the industry—this de- 
spite huge amounts of new plant and 
a large consequent debt, which drain 
away a large share of Aluminium’s 
untouchable operating margins (ie., 
before depreciation). Where Alu- 
minium’s profit margins have never 
dropped below 22% since 1950, Alcoa’s 
have dipped as low as 17%, Reynolds’ 
and Kaiser’s as low as 12%. 

With his eye squarely on the USS. 
market, Davis has launched the indus- 
try’s most ambitious bid for new ca- 
pacity. On top of the $625 million he 
spent from 1950 through 1955, he is 
well launched on another huge pro- 
gram which will boost his capacity 
40%, to 1,032,000 ingot tons by 1960 
at a cost of $475 million. Shortly Alu- 
minium, which did no new financing 
in 1956, will undertake debt financing 
to the tune of $125 million. 

The Big Buildup 

Davis is apt to argue that, consider- 
ing comparative costs, logic would dic- 
tate that henceforth American alumi- 
num companies should put more stress 
on fabrication, less on primary pro- 
duction. In short, he would like to 
supply more of the U.S.’ ingot needs. 

The Big Three American producers 
are of no mind to let him. Both Alcoa 
and Kaiser signed long-term contracts 
several years ago for big quantities of 
Kitimat ingot, and were glad to get it; 
Reynolds, unwisely, passed by the 
chance. But from here on in they see 
no inducement to coast in ingot capac- 
ity while Aluminium’s burgeons. 

Alcoa’s Wilson, no less than any 
rival, is off on a vast new expansion 
program. Thus Alcoa, which has spent 
an average of $84 million annually 
over the past decade, last year spent 
$125 million. This year the tab will 
run to a record $202 million, and by 
1960 the four-year bill will total some 
$475 million. Among the items it will 
buy: a  150,000-ton coal-powered 
smelter in the Ohio Valley, a 500,000- 
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ton alumina plant at Point Comfort 
(Tex.). Wilson expects to generate all 
but $150 million of it internally. 

Dick Reynolds has equally ambi- 
tious plans. Altogether, by 1958 he 
aims to boost his capacity 29% to 
1,133,000 tons. Biggest item: TVA- 
powered Listerhill plant. Also on the 
agenda: redoubled mining facilities in 
Jamaica, now the industry’s number 
one bauxite source, and a 50% boost 
in capacity for his La Quinta alumina 
plant. Total cost: some $120 million, 
$75 million of it to be raised in April 
by sale of bonds and notes, and un- 
doubtedly further financing later on. 

No laggard, fast-growing Kaiser, 
which this year may well eclipse 
Reynolds in revenues, has big plans 
of its own. By summer it is scheduled 
to open a 125,000-ton smelter built 
atop a coal field at Ravenswood (W. 
Va.) and a 430,000-ton alumina plant 
at Grammercy (La.). Like Dick Reyn- 
olds, Henry Kaiser plans to double his 
Jamaica bauxite operations. All this 
involves more than normal aggres- 
siveness. As the baby of the Big Four 
producers, Kaiser stunned the indus- 
try with its plan for the Ravenswood 
plant, which amounted to nothing less 
than an invasion of the East. 

For his ambitions, Henry Kaiser 
will pick up a two-year bill totaling 
some $178 million, and undoubtedly 
his spending is far from finished. To 
get the wherewithal, Kaiser floated 
two issues last year: $30 million worth 
of convertible preferred stock and $120 
million worth of 4.25% bonds. “But,” 
says Kaiser’s Treasurer Donald 
Browne, “we are already anticipating 
a requirement for further expansions.” 
And presumably, further new capital. 

Last but not least, the industry was 
feeling the hot breath of competition 
from some newcomers, with more yet 
to come. Anaconda’s 60,000-ton alu- 
minum capacity is still small potatoes, 
but will grow. Moreover, Harvey Alu- 
minum is building a 67,000-ton smel- 
ter in Oregon, and Olin Revere Metals 
plans a_ 180,000-ton coal-powered 
smelter in the Ohio Valley. In Canada, 
British Aluminium Co. has started 
work on a 160,000-ton smelter at Baie 
Comeau, Quebec. 

Changing Economics 

Aluminum management since the 
war has been rightly judged primarily 
on how much it could produce in ton- 
nage, since profits followed tonnage. 
But with aluminum supplies catching 
up with demand, this success hence- 
forth may depend more on something 
else: how they produce it. Since 
freight rates have risen faster than 
power costs, location of smelters will 
play an increasing role. For the same 
reason, alternatives to electric power 
already loom large. Coal particularly, 
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EARNING POWER 


How profitably is management putting stock- 
holders’ investment to work? Colored ber 
shows net as % of investors’ equity per share, 
averaged for latest five years. Broken ber 
shows indicated rate for latest 12 months. 
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GROWTH POWER 
How fast is management making stockholders’ 
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PAYOUT VS. PLOWBACK 


How liberally is management shering profits 
with its stockholders? How much of earnings is 
being retained in the business? Solid portion 
shows dividends, broken portion reinvested 
earnings. Basis: latest reported 5-yeer period. 
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PROFITS VS. PLOWBACK 


How effectively is management putting 

plowed-back earnings to work to create addi- 

tional profits? Bars show increase in per share 

earnings from 1948-50 base as % of cumvu- 

lative plowbeck per shere over latest re- 
ported 5-year period. 
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since it is mined close to the nation’s 
biggest markets, is zooming in impor- 
tance. Power lineup on the industry’s 
new projects: coal, 72%; hydroelec- 
tric, 22%; natural gas, 6%; atomic 
energy, nothing yet. 

Here imagination pays off in spades, 
and here the crown goes again to Al- 
coa, which is spending some $8.5 mil- 
lion a year on research. One big re- 
sult: Alcoa’s success at Rockdale 
(Tex.), where its smelting plant sits 
atop huge quantities of cheap lignite. 
Eventually Chief Wilson hopes to de- 
rive byproducts from the lignite, thus 
making it even cheaper to use as a 
power source. 
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AUTOS 


How serious was the 1956 auto slump? That depends 
on which company you are talking about. At any rate, 
1957 models are off to a jack-rabbit start. 


PROMINENT among the U.S.’ 168 mil- 
lion auto enthusiasts is TV comic 
“Red” Skelton. Several weeks ago, 
Skelton took a sly dig at Detroit’s cur- 
rent preoccupation with headlights. 
Quipped he: “Boy, have you seen 
those new cars! Last year (staring) 
they looked like they were looking 
for something. This year (crossing 
eyes) they look like they’ve found it.” 

As 1956 drew to a close it did in- 
deed look as though autos had found 
what they were looking for: a re- 
sumption of the sales uptrend that had 
been interrupted by 1956’s mildly seri- 
ous slump. 

Detroit’s 1957s, as was evident 
from the crowds jamming the first 
postwar National Automobile Show 
in Manhattan, had caught the eyes 
and loosened the pocketbooks of the 
nation’s well-heeled citizenry. Deal- 
ers, for the first time in two years, 
were toting up waiting lists and won- 
dering when they would get enough 
cars to meet the demand. 

It was, for the dealers and the auto- 
makers themselves, a pleasant change 
from what had taken place during 
most of 1956. After confounding the 
economists by turning out a record 
7.9 million cars in 1955, the industry 
shifted down into second gear last 
year, turned out just 5.8 million. This 
was still a respectable total (third 
best in history) but an unpleasant 
letdown all the same. “All elements 
of our industry,” claimed Carl E. 
Fribley, president of the influential 
National Automobile Dealers Asso- 
ciation, “were on a king-sized binge 
during 1955. We suffered the in- 
evitable and prolonged hangover 
[during 1956].” 

Fribley, however, was slightly over- 
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stating his case. The situation that 
brought about the 1956 letdown was 
more in the nature of a squall than 
of a storm. General Motors sailed 
through it relatively unscathed, Ford 
somewhat less so. Chrysler, on the 
other hand, took a fair buffeting and 
the independents, Studebaker-Pack- 
ard and American Motors, were both 
shipping water. 
Shake-Up 

During last year’s first 11 months, 
mighty General Motors accounted for 
no less than 53.5% of all passenger 
cars produced, a sharp increase in its 
share of the auto market from the 
50.3% it produced in 1955. Ford had 
also upped its share a shade, from 
28.3% to 28.5%. Chrysler’s market 
share dropped from 17% to 14.6%; 
American Motors’ from 2% to 1.8%; 
S-P’s from 2.2% to 1.7%. 

Overall industry sales for the first 
nine months of 1956 dropped 26% to 
$13.7 billion, and net profits sagged 
46% to $725 million. Among the Big 
Three automakers, General Motors, 
the world’s largest industrial firm, 
turned in the happiest report. Its 


Here’s how FORBES’ editors rate the 
management abilities of the five 
major auto companies (ideal score: 


100). 
General Motors Corp. ($6,437.9)*.... 95 
Ford Motor Co. (2,531.5)............ 90 
Chrysler Corp. (1,112.5)............ 85 
American Motors Corp. (224.9)...... 80 
Studebaker-Packard Corp. (143.9).... 75 


*Total assets in millions as of 9/30/56 shown 
in parentheses. 
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sales were off 15% to $8.1 billion; its 
net down 30% to $639.6 million. Ford 
reported volume down 20% to $3.2 
billion and net down 53% to $145 mil- 
lion. Although its sales fell only 
25% to $1.9 billion, Chrysler’s earn- 
ings plummeted. The bad news: a 91% 
drop in net to a frail $6.3 million (in- 
cluding a $12.4 million deficit in the 
third quarter). American Motors 
closed the books on its fiscal year 
ended September 30, reported a loss 
of $19.7 million, nearly three times its 
red ink figure for 1955. In just nine 
months Studebaker-Packard had lost 
a staggering $49.6 million vs. a $29.7 
million deficit in all of 1955. 

For the Big Three there were miti- 
gating circumstances: profits were 
nicked by heavy non-recurring ex- 
penses connected with their expan- 
sion programs. But the Little Two 
had no such consolation. They were 
engaged in a battle for survival. 

Bulis in the Canyon 

No one in the industry wants to see 
S-P or American go under. But as 
long as the auto industry remains 
the dynamic business it is, there is al- 
ways a likelihood that some people 
will be hurt. By nature, auto men 
are born competitors, and Amer- 
ica would be the loser were they 
not. Yet there are some impor- 
tant matters which the auto chiefs 
can and are attacking cooperatively. 
Among them: the problem of smooth- 
ing out the industry’s rising market 
curve. The problem, of course, is to 
avoid the recurrent cycles of over- 
production and shutdowns that have 
plagued the industry in the past. 
Rare is the auto man these days 
who is not giving that knotty topic 
plenty of thought. Witness the words 
of Chrysler’s Lester L. (‘“Tex’’) Col- 
bert, who on the eve of the auto 
show said: “As I see it, in the auto 
business there is going to be a big 
difference between the kind of selling 
we do in 1957 and the kind of selling 
many people resorted to in 1955.” 

The automakers also share another 
common difficulty: their increasingly 
pressing cost-price pinch. A prime 
example is Colbert’s own company. 
Back in 1952, Chrysler was able to 
earn a comfortable $6.86 per share on 
nine-month sales of just $1.7 billion. 
Last year, however, nine-month sales 
of some $1.86 billion left just 62c per 
share in the profit column. In be- 
tween Chrysler and its rivals have 
absorbed some phenomenal wage 
boosts and far higher prices for such 
basic materials as steel. To get some 
relief, the auto firms raised prices on 
their 1957 models, but the boosts still 
left car price tags far behind the up- 
ward march of costs. 

Despite its hardships, the auto in- 
dustry can still claim a sizable herd 
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DIFFERENTIAL 


Earnings of autodom’s Big Three dropped 
oppreciably last year from records set in 
1955. Meanwhile, the Independents sank 
$ | deeper into the red. 
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of bullish enthusiasts in Wall Street. 
Their faith, though shaken at times, 
is still sturdily founded in some hard, 
cold statistics. Not only are there 
more car-owning families these days, 
but there are also more two-car fami- 
lies. Moreover, disposable income has 
risen some 20% over the past six 
years, and the automakers are getting 
a proportionately greater share of it. 
Exulted Henry Ford II: “We in the 
automobile business have ahead of 
us so vast an opportunity that it is 
almost impossible to believe the sta- 
tistics.” 

Certainly the outlook this year .is 
nearly as good ‘as the distant view. 
Said General Motors’ Harlow H. Cur- 
tice recently: “The enthusiastic recep- 
tion accorded the industry’s new 
models represents one important fa- 
vorable factor for 1957. Another is 
[that] the supply of new passenger 
cars in the hands of dealers as of Jan- 
uary 1 will be low, whereas a year ago 
stocks were abnormally high.” 

Style & Speed 

The auto men, however, were tak- 
ing no chances. In their big bid for 
sales, the automakers introduced some 
of the most radical redesigning ever 
into their 1957 models. The new cars 
are some 2.1 inches lower (average 
height: 58.2 inches), 1.1 inches longer 
(210.7 inches) and 0.7 inches wider 
(77.1 inches). The trend toward bigger 
cars appears to have halted, but De- 
troit has made its 1957s look much 
longer by putting them closer to the 
ground. 

A second big lure in the new 
models was horsepower. The big cars, 
of course, led the parade. Chrysler’s 
300-C has a record 375 horsepower, 
a maximum speed of 145.7 miles per 
hour. Two other Chrysler models 
raised their horsepower from 280 to 
325 to lead Buick, Cadillac and Lin- 
coln (which provided 300 each). The 
biggest news, however, was made by 
General Motors’ Chevrolet, which 
hopped up the horsepower of its V-8 
engine from 162 to 283. 
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The Gamblers 

There is little doubt that the big 
battle among the Big Three this year 
will be in the low-priced field. The 
largest market of all, it is also a fast 
growing one. In fact, production of 
the five low-priced cars accounted 
for 62% of all unit output in the first 
11 months of last year, compared with 
57% in, 1955. Virtually all the gain 
was at the expense of the nine-car 
medium-priced market, which shrank 
from 40% to 35% of the industry’s 
total output. Dealers in the low- 
priced bracket also grabbed the lion’s 
share of the mushrooming station 
wagon market. 

Industry historians would have to 
reach back a long way to find a pe- 
riod when the five major companies 
were more hotly engaged in low- 
price warfare than they are this year. 
Chevrolet, the industry’s best seller, 
stands at the pinnacle, having wid- 
ened its lead over Ford since the 
neck-and-neck competition of 1955. 

Gambling on the possibility that 
they may be able to cut into Chevro- 
let’s sales during the coming year, 
Ford and Chrysler went to great ex- 
pense to redesign their lines after just 
two years, shortening the usual three- 
year cycle. Ford got off first at the 
starting gate with its September in- 
troductions. Chrysler’s Plymouth, 
which took a rugged 42% dive in pro- 
duction during 1956's first 11 months, 
was getting the lion’s share of Chrys- 
ler’s promotional budget. During the 
early weeks of production, however, 
Plymouth was plagued with bottle- 
necks, unable to bring its scheduling 
up to par. 

While the bulk of the low-priced 
market will fall to the Big Three, the 
independents are hoping to generate 
more pressure than they have in re- 
cent years. It was simply a matter of 
necessity. George Romney’s American 
Motors has its future bound up in the 
compact Rambler (which at 191.2 
inches is nearly 20 inches shorter than 
the average U.S. car). Completely 
refurbished last year, the Rambler 
lost only 8% in sales from 1955, pro- 
vided 75% of Romney’s output. 

The Studebaker line meant every 
bit as much in Harold Churchill’s 
plans as the Rambler did in Romney’s. 
But unlike Romney, six of whose 13 
models are station wagons, Churchill 
is betting primarily on sedans (which 
account for 13 of his 18 models). Stu- 
debaker-Packard has made over its 
standard European-like sedans into 
more conventional styles. Churchill 
has, however, kept the look in his 
promising Hawk line, which he had 
expanded from one to three models. 

Medium Bid 


The impact of body changeovers at 
Ford and Chrysler was likely to be 





less pronounced in the medium- 
priced field, where General Motors 
has unquestioned dominance. In this 
bracket, GM’s entries have under- 
gone more extensive redesigning for 
1957. Buick and Oldsmobile, which 
rank one and two in the field, were 
given bumper to bumper overhauling, 
and there is more power under their 
hoods. It is almost certain that they 
will retain their sales lead this year. 
About the best Ford’s Mercury and 
Chrysler’s Dodge can hope for in this 
race is a shot at the number three 
spot held by Pontiac 

The independents, however, have 
been all but driven out of the middle 
price range field. At best, the future 
for Studebaker-Packard’s Packard 
Clipper, introduced belatedly at the 
National Automobile Show, is very 
problematical. Together with high- 
priced Packard, the Clipper took the 
worst production slide in the industry 
(down 79%) last year, and the parent 
car may never come back. 

Almost as laggard in the sales race 
last year were American Motors’ Nash 
and Hudson lines, whose sales slipped 
nearly as badly as Packard’s. Both 
entered the 1957 race with only a 
facelifting job. But in hopes of perk- 
ing up sales, Romney has slashed 
prices on both Nash and Hudson by 
about 10%, thereby virtually placing 
them in low-price competition. 

Production for Prestige 

With the apparent demise of the 
luxury-class Packard, the high-priced 
battleground now belongs exclusively 
to the Big Three. In this stable mar- 
ket, which regularly provides about 





WILD DRIVERS 


More Americans are driving cars 
160 than ever before, but their buying 

habits have made auto production a | 
highly cyclical business 
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CHEVROLET'S BEL . 


STUDEBAKER’s GOLDEN HAWK 


3% of all auto production, General 
Motors’ Cadillac is the most stable 
factor. Despite an overall decline of 
24% in the field last year, Cadillac 
output held close to the 1955 level, 
accounted for some 70% of the pre- 
mium market. Its only major com- 
petitor was Ford’s Lincoln, which ac- 
counted for something less than 20°. 
Thanks to thorough redesign, it was 
Lincoln’s banner year. On incomplete 
registration totals for ten months, 
Lincoln increased its registrations a 
whacking 37°, while those of Chrys- 
ler’s Imperial dropped some 21%. 

This year it will be Lincoln which 
will feel the squeeze in the high- 
priced field. While both Cadillac and 
Imperial have undergone major body 
changes, Lincoln’s line has been but 
moderately renovated. In favor of 
Chrysler’s Imperial is its boast of the 
highest horsepower rating of the 
three. And General Motors is also 
challenging the price prestige of 
Ford’s Continental with Cadillac’s su- 
per-plush Eldorado Brougham. In- 
troduced last January, the Brougham 
is expected to be offered this year 


GMC “BLUE CHIP" 


with a price tag of about $12,500. 
Point of Sale 

In the last resort, each automaker’s 
share of the market is determined at 
the point of sale. Here GM has a 
big advantage. Its 19,000 dealers (in- 
cluding those with truck franchises) 
not only are the largest in number 
by far that any automaker can com- 
mand, but also have the best rela- 
tions with the parent automaker. 
Since a troubled period last year, the 
auto firms have gone out of their way 
to keep their dealers happy, General 
Motors most of all. It may make all 
the difference in the 1957 sales race. 

At the moment, the dealer legions 
of Ford (9,000) and Chrysler (10,000) 
are in a comparative state of flux. In 
Ford’s case, President Henry Ford II 
and Chairman Ernest Breech are busy 
signing up a new force to handle the 
medium-priced Edsel, the advent of 
which is bound to involve a good deal 
of realignment in Ford’s dealer setup. 

At Chrysler, falling sales meant los- 
ing some dealers, signing up others. 
The result should be a strengthening 
of Chrysler Corp.’s distribution net- 


FORD’S DEARBORN ASSEMBLY LINE 
“This year they’ve found it.” 


AMERICAN’S RAMBLER 


work, and the new stress on high- 
volume Plymouth is calculated to 
improve the set-up. It is quite an- 
other story at American Motors and 
Studebaker-Packard, whose 2,500 and 
3,000 dealers respectively have been 
hard-pressed these last few years. 
“A Measure of Faith’ 

In management, as in most other 
phases of automaking, the yardstick 
for the industry is General Motors. 
At 3044 West Grand Boulevard, De- 
troit, Harlow Curtice has the finest 
executive team and administrative 
organization in the auto world, and 
possibly in all of U.S. business. The 
hallmark of GM’s management is de- 
centralization. Curtice himself talks 
for the corporation, but his lieuten- 
ants have the final say in their own 
divisions. So competitive a breed has 
General Motors produced that execu- 
tives in its auto divisions not only 
fight fiercely against the outside com- 
petition, but equally hard among 
themselves for sales. 

The fruits of this philosophy are 
everywhere visible. One or more of 
GM’s full line of cars is everybody’s 
big competition; in every price range 
the leader carries a GM nameplate. 
Moreover, nobody else in the indus- 
try has anything comparable to GM’s 
lavish $100 million Technical Center, 
which opened last year near Detroit. 
Yet the most impressive measure of 
General Motors’ success is its flawless 
financial record. On Forses’ Yard- 
sticks, GM ranks well ahead of all 
other companies in earning power and 
growth power of equity. 

It is possible, in fact, to make a case 
that General Motors is too good. That 
is what the Justice Department was 
attempting to do last summer when it 
alleged that in annexing 80% of the 
bus market, GM had run afoul of 
anti-monopoly laws, slapped an anti- 
trust suit on the mighty corporation. 
Harlow Curtice lost no time in mak- 
ing an answer to that charge. Said 
he: “The position we have earned for 
ourselves in the bus industry is a 
measure of the faith and confidence 
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our customers have in our products 
and organization.” 
Rungs for the Ladder 

Over in Dearborn, however, Ford 
was doing its level best to relieve 
General Motors of its embarrassingly 
big share of the auto market. Feeling 
immune for the moment from anti- 
trust action, Henry Ford set up an ex- 
pansion program that made plenty of 
headlines. In a cool $250 million 
splurge, Ford planned to launch its 
Edsel late this year, hoped thus to 
strengthen its medium-priced bid. 

Among Ford executives last year, 
there was a lot of talk about the “lad- 
der theory.” By which they simply 
mean that a customer who buys a 
low-priced car tends to “trade up” 
within the company to higher-priced 
cars as his income increases. Ford, 
they reason, now has only one middle 
rung, its Mercury, in the ladder, while 
General Motors has three—Pontiac, 
Buick and Oldsmobile. Thus the Ed- 
sel is intended to add one, or possibly 
two, rungs to the ladder, increase the 
Ford buyer’s range of choice. “Our 
studies,” explains Henry Ford, “prove 
conclusively that when a company 
has two or more medium-priced en- 
tries, the result is to strengthen the 
sales of all its car lines.” 

Actually Ford has already done 
very well with its three makes, as was 
clearly evident early last year when 
the company became publicly owned 
and first reported its financial position 
in full. Between 1947 and 1955, Ford’s 
sales had risen no less than 272%, 
and its net profits had grown some 
597%. Because the “revolution on the 
Rouge” had started when Ford’s for- 
tunes were near the bottom of the 
well, Ford’s increases have outpaced 
everybody else’s in the industry, in- 
cluding General Motors, which boosted 
its sales 226% over the same period 
and its net 313%. This is why on 
Forses’ Yardsticks Ford’s plowback 
performance leads the field. Never- 
theless Ford trails GM in earning 
power on equity, and has shown a 
much slimmer profit margin. In 1956’s 
first nine months, Ford’s net per dol- 
lar of sales was 4.5c, GM’s 7.9c. 

Chrysler's Cycle 

Tex Colbert’s bold gamble in stak- 
ing $300 million on the introduction 
of Chrysler’s restyled lines a year 
earlier than usual will be the talk of 
the industry for years to come. If 
Detroit sees anything like the lively 
auto market, it is expecting, Colbert’s 
venture will probably pay off hand- 
somely in 1957. 

The last big change at Chrysler, in 
the 1955 models, resulted in record 
sales and the third best profits in 
Chrysler’s history. Last year, how- 
ever, production cutbacks reduced 
Colbert’s net to the bone. Such cycli- 
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cal gyrations in recent years have 
kept Chrysler firmly in third place in 
earning power and very low in 
growth power. Now, however, Colbert 
faces his biggest test. Chrysler will 
likely enough do well in 1957, But will 
Colbert be able to make 1957's sales 
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GROWTH POWER 


How fast is management making stockholders’ 

equity grow? Bar shows average % increase 

(solid color) or decrease (broken color) over 
latest reported 5-year period. 
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PAYOUT VS. PLOWBACK 


How liberally is management sharing profits 
with its stockholders? How much of earnings ‘s 
being retained in the business? Solid portion 
shows dividends, broken portion reinvested 





PROFITS VS. PLOWBACK 


How effectively is management putting 

plowed-back earnings to work to create addi- 

tional profits? Bars show increase in per share 

earnings from 1948-50 base as % of cumu- 

lative plowback per share over latest re- 
ported 5-year period. 
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appeal carry over into 1958, thus keep 
intact Chrysler’s market share? It is 
a crucial question for Chrysler. 
Battles for Survival 
American Motors and Studebaker- 
Packard make a poor showing on 
Forses’ Yardsticks. Having lost money 
ever since their 1954 mergers, the in- 
dependents have no ratings at all for 


the most recent periods. Moreover, 
their standings over the five years 
are distorted by showings of the origi- 
nal companies prior to merger. 

Although their competitive posi- 
tions have steadily deteriorated, the 
independents are determined to stay in 
the race. Each finished the year with 
about 100,000 units produced; each 
predicted that some 150,000 units 
would be needed to get into the black. 
In American Motors’ case, production 
was off 37% in 1956's first 11 months. 
For Studebaker-Packard, production 
plummeted 56%. 

Financial men give American Mo- 
tors a better chance than Stude- 
baker-Packard to pull through. One 
big reason: Romney can usually count 
on his Kelvinator division to furnish 
a third of his sales. In the small, 
sporty and economical Rambler he 
also has a specialized product for 
which there is probably a place. 

A major weapon in Romney’s cam- 
paign to survive has been to fling 
provocative quotes all about the coun- 
tryside. Samples: “Why feed a gas 
guzzler?” and “It’s silly for a subur- 
ban housewife to drive a two-ton car 
to the store to buy a lipstick.” Still, 
Romney’s words have not yet been 
matched by fiscal results. Last year 
his reported $19.7 million loss actually 
understated the damage since it in- 
cluded not only a sizable tax credit 
but a $10.6 million profit on the sale 
of American Motors’ Ranco auto parts 
subsidiary as well. 

Enter Roy Hurley 

If there is anything at all attractive 
in Studebaker-Packard’s outlook, it 
is the arrival of Curtiss-Wright’s dy- 
namic Roy Hurley. In August, Hurley 
sealed a three-year advisory manage- 
ment pact with S-P, paid $35 million 
to the ailing company in return for 
most of the automaker’s defense busi- 
ness (including Aerophysics Devel- 
opment Corp.) and a big option on 
Studebaker-Packard stock. Hurley, 
the man who resurrected Curtiss- 
Wright after World War II, promptly 
named Harold Churchill president, 
and set about to do a rebuilding job. 

Immediately he began consoli- 
dating S-P’s activities at South Bend, 
Ind. Explained Hurley: “We're re- 
balancing capacity, cost and schedul- 
ing to a volume we are sure we can 
reach.” Added he: “It would take a 
war or depression or some other big 
upset to prevent this operation from 
going ahead.” 

There are few Wall Streeters around 
who would be inclined to accuse Roy 
Hurley of talking through his hat; he 
has accomplished too much with Cur- 
tiss-Wright for that. He also was 
once a director of manufacturing at 
Ford. Nevertheless, reviving Stude- 
baker-Packard is a monumental task. 





AG&E’S PHILIP SPORN PLANT 


UTILITIES 


Growth is no blessing for the electric power pro- 
ducers. While power-hungry customers call the tune, 
the utilities pay the piper dearly. 


Last year was something of both a 
terror and a triumph for the nation’s 
electric utilities. The terror was the 
high cost of keeping up with the U.S.’ 
insatiable needs for power. The tri- 
umph was a little-heeded accomplish- 
ment which any other industry would 
have touted to the skies. 

It came early in the- year when 
American Gas & Electric’s President 
Philip Sporn, 60, quietly announced 
that, thanks to the technical wizardry 
of AG&E’s own engineers, it was at 
last possible for a private utility to 
generate power from coal as cheaply 
as the Federal government could from 
its vast, tax-free hydroelectric proj- 
ects. It was a triumph for AG&E, 
but even more it was a rather effective 
answer to the long-standing argu- 
ment that the nation’s private utili- 
ties were more interested in high 
profits than public service. The result 
was not only a gain for AG&E but for 
U.S. industry as well. It brought 
the new Olin Revere Metals, Olin 
Mathieson Chemical and Kaiser Alu- 
minum into the Ohio Valley in search 
of new cheap power—and incident- 
ally onto the lines of Sporn’s vast 
midwestern holding company. Which 
after all is the point of privately- 
owned enterprise: profit and public 
service. 

Growing Pains 

For Sporn and AG&E, the migra- 
tion-of*the aluminum industry to the 
Ohio Valley meant an even bigger 
share of the boom which over the last 
decade has transformed the once- 
sleepy electric utility industry into 
one of the fastest-growing segments 
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of the American economy. But the 
cost has been dear. Since 1946, the 
industry has boosted its capacity 
126% at a cost of $20 billion. But 
profits have not kept pace: in the 
same time, they have risen only 95%. 

The reasons are clear. Costs have 
risen far faster than regulatory com- 
missions have been willing to raise 
rates in compensation. Moreover, 
demand has kept pace with capacity, 
so that antiquated standby equipment 
has had to be used, thus playing hob 
with operating ratios. The unending 
needs for new capital have also in- 
duced growing pains. While bond is- 
sues swelled fixed charges, thus cut- 
ting into profits, stock issues diluted 
stockholders’ equity. 


BOX SCORER———— 


Here is how FORBES’ editors rate 
the management abilities of fifteen 
utility companies (ideal score: 100). 


Pacific Gas & Electric ($2,328.0)*.... 
Con Edison (2,100.9) 

Comm. Edison (1,657.3) 
Amer. Gas & Elec. (1,130.5) 
Public Service E&G (920.0) 
Southern Co. (930.0) 

South. Cal. Ed. (1,045.1) 
Niagara Mohawk (1,006.5) 
Detroit Edison (959.7) 

Phila. Elec. (942.7) 

General Pub. Utilities (708.0) 
Consumers Power (621.8) 
Middle South Util. (612.0) 
New Eng. Elec. (619.5) 
Texas Utilities (536.6) 


*Total assets in millions as of latest report 
shown in parentheses. 











The growing pains are likely to 
continue for a long time. Last year, 
at least, there were no signs that the 
industry’s headlong growth had slack- 
ened. In the first nine months, pow- 
er production, sales and profits alike 
continued the pace which has given 
the industry an average annual 10% 
growth. Meanwhile industry statis- 
ticians were boldly predicting that 
industry sales would triple by 1970. 

Unready Cash 

It was a prospect that might well 
unnerve the power men. To triple 
their sales, they will have to triple 
their invéstment in plant and equip- 
ment. As it was, the industry was 
hard put to scrape together the whop- 
ping $2.9 billion it spent in 1956 alone. 
The even larger sums scheduled for 
future years may be even more diffi- 
cult to come by. For in 1956 it proved 
to be far easier to plan for expansion 
than to pay for it. 

Tight money made new financing 
hard enough last year; the mid-sum- 
mer market decline made Wall 
Street’s underwriters and the avail- 
able cash even more unready to come 
to terms with the utilities. Thus Pub- 
lic Service Electric and Gas’ Chair- 
man Lyle McDonald had to pay 4.34% 
on some $50 million worth of bonds to 
finance his current $226 million con- 
struction program. Only two years 
ago he had been able to sell a simila: 
issue with only a 3.13% interest cost. 

McDonald was far from alone in his 
plight. When Southern California 
Edison’s President Harold Quinton 
inquired in New York about prospects 
for a $40 million bond issue, he took 
one look at the breathtakingly high 
current bond interest rates hovering 
around 4% and raised $25.6 million 
by selling 500,000 shares of common 
instead. Even at that, however, the 
choice could not have been easy for 
Quinton. By selling his bond issue at 
a high yield, he would have boosted 
his fixed charges inordinately; as it 
was, Edison’s already well-diluted 
common was further diluted. Either 
way stockholders would pay dearly. 
Yet without its fast growth to offset 
declining margins, Edison would be 
hard pressed to turn in the impres- 
sive performance it has. 

City Lights 

Though no panacea for all utility 
ills, growth can often cover a mul- 
titude of sins. But where it is less 
prominent, as in the slow-growing 
utilities serving the metropolitan 
areas of the U.S. such as Detroit, 
Chicago, New York, and Phila- 
delphia, problems multiply. Take 
for example New York’s Consol- 
idated Edison. First in revenues 
and second in assets among US. 
utilities, it has grown only 60% 
since 1946, one of the industry’s low- 
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est rates. Result for New Yorkers, 
who use less electricity than almost 
anyone else in the U.S.: some of the 
nation’s highest rates. Result for Con 
Ed’s Chairman Hudson Searing: the 
lowest return on equity of any of the 
US.’ big utilities (see Yardsticks). 

Searing’s problem is compounded 
by the fact that he faces one of the 
nation’s toughest rate-making com- 
missions. Over the past several years, 
it has persistently reduced—not 
raised—Con Ed’s skyhigh rates. Cur- 
rently Searing is seeking higher rates 
on certain types of block billing, cal- 
culated to add $9.6 million a year to 
revenues, 33c a share to profits. His 
chances: slim. 

Operating in a fuel-short area, 
Searing has to import most of his 
fuel (natural gas has helped a bit re- 
cently). As a result, he posts the in- 
dustry’s highest operating ratio—86%. 
Small wonder then that he is anxious 
to cash in on the alleged economies of 
atomic power, this spring will start 
work on a $55 million, 250,000-kw nu- 
clear power plant north of the city. 

Having spent $900 million in ten 
years to add 1.2 million kilowatts: ca- 
pacity, Searing now plans to spend 
$130 million more by 1960 for another 
million kw. But like a dog chas- 
ing its tail, Con Ed must pay out a 
high share of profits to attract new 
capital, spend freely to boost reve- 
nues and in turn profits. The circle 
is endless. Fortunately, the tail has 
so far persistently eluded the dog. 

Poverty in Plenty 

In some respects, Commonwealth 
Edison’s Chairman Willis Gale has 
faced the same sort of problem, sought 
the same solution. But in Gale’s case, 
the growth problem is even more ex- 
treme. By 1960 he expects to add an- 
other 1.6 million kw to Common- 
wealth’s capacity at the huge cost of 
$275 million. 

It has involved a constant sapping of 
equity. While Commonwealth’s net 
profit has risen 30% faster than 
Con Ed’s, earnings per share have 
not kept pace. Reason: intermittent 
issues of new common have regu- 
larly diluted stockholders’ equity. 
Thus in the first three quarters of 
1956, net income spurted ahead 6.5%, 
but earnings per share dipped from 
$2.07 to $2.05. Gale of course hopes 
that Commonwealth’s earnings will 
have regained their momentum be- 
fore the next batch of new stock 
comes to market. 

Like Searing, Gale operates in a 
fuel-short area, pins high hopes on 
nuclear power. He is building a $45 
million, 180,000 kw atomic power plant 
for $30 million, shrewdly has lured 
seven other companies in as partners 
to pay the rest in exchange for tech- 
nical experience. 
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EARNING POWER 


How profitably is management putting stockholders’ 
investment to work? Colored ber shows net as % of 
investors’ equity per share, averaged for latest five 
years. Broken bar shows indicated rate for latest 12 
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How effectively is management putting plowed-back 

earnings to work to create additional profits? Bars 

~~ in per share earnings from 1948-50 base 
cumulative 


plowback per share over latest 
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Michigan Pair 

For Detroit Edison’s Walker Cisler, 
laggard growth is no problem. Nev- 
ertheless, Detroit Edison’s perform- 
ance is not appreciably superior to 
either Con Ed’s or Commonwealth 
Edison’s. Michigan is booming, and 
Cisler has racked up a solid 141% 
rise in revenues since 1946. 

So fast is Detroit Edison’s territory 
growing, that Cisler was forced last 
year to raise his 1960 expansion goal 
from 3.67 million to 4.2 million kw 
capacity, partly because he expects 
the St. Lawrence Seaway to have a 
tremendous impact on local growth. 


But if past performance is any cri- 
terion, stockholders are not likely to 
share proportionately in this growth. 
While Detroit Edison’s revenues have 
risen fast, per share earnings have 
lagged. To make things worse, con- 
version of debentures has diluted the 
common equity some 15% in the past 
year alone. Result: decline in per 
share earnings by September from 
$2.36 to $2.28, despite an 11% increase 
in overall profit. Encouraging how- 
ever is the fact that, despite a 20% 
drop in auto production (30% of Cis- 
ler’s sales are industrial), Detroit 
Edison’s revenues rose a fat 9.1% 
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Cisler’s next-door neighbor, Daniel 
Karn of Consumers Power, is far bet- 
ter favored. For one thing, he has a 
higher proportion of high-profit resi- 
dential customers (42% vs. Detroit 
Edison’s 38%). Moreover, they use 
more electricity than their city cous- 
ins (3,282 kwh vs. 2,776 kwh). In ad- 
dition, Karn’s operating ratio is a 
good 2% lower than Cisler’s. Karn 
also is cashing in on a lively demand 
for natural gas (31% of his revenues), 
still has some 100,000 applicants wait- 
ing for it. Upcoming: $500 million in 
expansion over the next five years. 

Vivid Contrast 

There is a vivid contrast between 
the fortunes of the two other big city 
utilities surveyed here. One of them, 
Philadelphia Electric, is a model of 
what a metropolitan utility should be. 
The other, Public Service of New 
Jersey, is a creature of harassing cir- 
cumstance. 

Thanks largely to the post-war 
boom in the Delaware Valley, Phila- 
delphia Electric’s President Roy G. 
Rincliffe happily combines a stunning 
rate of growth with the lowest oper- 
ating ratio (80.1%) among the metro- 
politan utilities. One reason: bitumi- 
nous coal is mined nearby. Another: 
Philadelphia Electric’s brass have 
long been sticklers for efficiency, have 
installed more than half of their plant 
since 1946. Currently Rincliffe is 
building two giant 325,000 kw turbine 
generators, perhaps the world’s most 


efficient ones, which will be in place 
by 1959. Making use of “super-crit- 


ical” pressures and _ temperatures, 
they will generate a kw of electricity 
from a mere .6 of a pound of coal vs. 
.7 pound for PE’s most efficient unit 
today and a .93-lb. industry average. 
Rincliffe expects his sales to rise 
12.5% by 1960, has a $370 million ex- 
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POWER PLANS 


As things stood at the end of 1956, the 
electric utility industry planned to add the 


following kilowatt-generating capacity 
by 1960. 


BERG Thermal 
RRB Hydr0 


Nuclear Reactor 
(Atomic) 
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Source: Edison Electric Institute 
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pansion program already underway. 

Blessed with the tail end of the 
Delaware Valley boom, Public Serv- 
ice’s Lyle McDonald has trouble 
keeping a margin of efficiency be- 
tween his capacity and booming de- 
mand. Ever since Public Service 
emerged from the dissolved Public 
Service Corp. of N.J. in 1948, heavy 
fixed charges and high cost operations 
have taken their toll of profits. 

There are, however, some bright- 
ening prospects in sight for Public 
Service. McDonald is counting on two 
revolutionary new 290,000 kw gene- 
rators to cut costs once they go into 
operation next year. Moreover, nat- 
ural gas already has gone a long way 
towards boosting the profits of his 
high-cost gas department (31% of 
revenues). But bus operaiions are 
still an albatross around his neck, 
despite recent rate increases. And his 
$198 million, 1,000,000, kw expansion 
program is likely to continue to whit- 
tle away at Public Service’s always 
unstable earnings. Last month Mc- 
Donald sold a million shares of com- 
mon, now faces additional dilution 
from conversion of preferred into 
common stock. 

Regional Powers 

Big regional power producers such 
as Southern California Edison, Paci- 
fic Gas & Electric, and Niagara Mo- 
hawk, face similar problems. But their 
city customers use more electricity, 
and their countryside customers tend 
to be more prosperous than those of 
big city utilities. Moreover, they can 
rely at least in part on lower-cost 
hydroelectric generation. 

For Niagara Mohawk, however, 
1956 brought disaster. In June, its 
Schoellkopf hydro station in Niagara 
Gorge was two-thirds destroyed by a 
rock slide, and the loss was out of all 
proportion to its capacity. For al- 


though only 29% of his capacity is 
low-cost hydro, President FEarle 
Machold had cannily squeezed 45% of 
his power output from it, boasted a 
relatively low 82.7% operating ratio. 
Without Schoellkopf, he has had to 
use inefficient standby equipment, buy 
Niagara power from Canada. Now he 
is spending $4 million to put about a 
third of Schoellkopf to rights. 

Last year, with fixed charges up 
and amortization of the $9.5 million 
Schoellkopf loss eroding earnings, 12- 
month net dipped some 7c a share. 
Worst of all, Machold’s long opposition 
to public development of Niagara has 
deprived him of a cheap power source 
just when he needs it most. Mean- 
while, he has enraged Buffalo indus- 
trial customers by proposing to con- 
vert his industrial power from 25 to 
60 cycles, a move that will mean vast 
expenditures by customers to convert 
equipment they had installed to han- 
dle Niagara Mohawk power. 

By contrast, Southern California 
Edison’s Harold Quinton was luxuri- 
ating in one of the best years in the 
company’s history. Water levels at 
his low-cost hydro stations were un- 
usually good, which helped boost 
profits 9.4% on a 10% rise in reve- 
nues. But it was an unusual year, 
and Edison has moved no closer to 
solving its considerable operating 
problems. Despite the San Joaquin 
overflow, prolonged droughts regu- 
larly curtail output at Quinton’s hy- 
dro stations, forcing him to depend 
more and more on high cost steam 
generation. Moreover, rising costs 
have now caught up with a 1954 rate 
increase, and Quinton has had to ap- 
ply for another. 

Northward, Pacific Gas & Electric’s 
Chairman James Black has racked up 
a somewhat better record. But then 
he has certain operating advantages. 


LINE MAN ALOFT 
Pushed by a growing need. 
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ing his common. Last year, for in- 


GPU’S SAYREVILLE STATION 
Big building plans mean big money. 


He has more steam stations, but the 
higher cost has been more than made 
up for by the stability of their out- 
put. Where Southern California Edi- 
son is all-electric, one third of 
Black’s gross comes from natural gas, 
a good profit producer. Now Black is 
beginning to look to hydro for more 
of his future power, hopes to strike a 
profitable balance between it and 
steam. 
Country Combines 

The industry’s most impressive per- 
formances are turned in not by the 
metropolitan utilities nor the regional 
giants, but by the integrated holding 
companies. For the most part, they 
operate in only a few sizable cities 
where costs are high and usage low. 

Best managed among them, and 
thus in the industry, is an integrated 
giant which sprawls across seven 
midwestern states: American Gas & 
Electric. Though his territory is not 
conspicuously less mature than, say, 
Niagara Mohawk’s President Philip 
Sporn has been able to promote a 
122% postwar increase in revenues, 
some 25% higher than Niagara Mo- 
hawk’s. 

And, indeed, promote is exactly 
what Sporn has done. He has restlessly 
beat the drum to attract industry onto 
his lines, and energetically thumped 
for all-electric households in a region 
where competition from other fuels is 
intense. What’s more, he has suc- 
ceeded in selling both. 

Sporn has something of a fixation 
on cheap power production. He has 
built power plants directly over coal 
mines to save freight. And since pow- 
er production is to some extent a vol- 
ume=profit business, he has vigor- 
ously sought bigger volume. But this 
is by no means the sole explanation of 
AG&E’s exceptional operating effici- 
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ency (its operating ratio—about 77% 
—is one of the industry’s lowest). 
Sporn boasts probably the U.S.’ most 
efficient plant. 

He is bent on making it more effici- 
ent—and bigger, will spend $700 
million by 1960 to add 2.6 million kw 
of capacity, including 900,000 kw from 
two 23-story generators, the most ef- 
ficient in the world. It will not dilute 
AG&E’s stockholders’ equity one 
drop. And Sporn expects his big 
units to cut capital costs per kw of ca- 
pacity by 7.5%. Unlike the rest of 
the industry until recently, Philip 
Sporn has dared to build fewer, big- 
ger, better power units—with spec- 
tacular success. 

Like AG&E, General Public Util- 
ities has been blessed with fast 
growth—111% since the war. Like 
Sporn too, President Alfred Tegen 


1953 . 1954 . 1955 


has tended to concentrate capacity 
where coal is cheap, elsewhere uses 
natural gas wherever available. Thus 
he has saved $1 million a year in fuel 
costs. Tegen also, like Sporn, boasts 
one of the most efficient operations 
in the land. 

Tegen’s shrewdness, however, is 
even more apparent in GPU’s foreign 
operations. SEC orders to spin off 
two subsidiaries, one foreign, one do- 
mestic, were something Tegen capi- 
talized on, not capitulated to. Over 
the next few years, Tegen will need 
even more skill to maintain GPU's 
excellent earnings record; by 1970, he 
expects to have tripled his current 
generating capacity. 

Growth in spades has been the fate 
of Texas Utilities’ George MacGregor, 
and a pleasant one indeed. Since 1946, 
revenues have tripled. More surpris- 
ing, net has easily kept pace. Unlike 
many another growth utility, Texas 
Utilities’ operating ratio has dropped 
steadily since 1953, now is probably 
the industry’s lowest. Reason: high- 
ly efficient plant, low-cost sources of 
fuel (natural gas and lignite). Now 
MacGregor plans to spend $200 mil- 
lion by 1958, boosting capacity some 
one million kw. If the past foreshad- 
ows the future, it will be without dilu- 
tion of common equity. 

Southern Sunshine 

In the industrializing South, the sun 
shines warmly on two country com- 
bines, Southern Co. and Middle South 
Utilities. Southern’s Eugene Yates 
plans to spend $800 million in the 
next six years, Middle South’s Edgar 
Dixon $275 million by 1960 to keep up 
with fast-growing demand resulting 
from the industrialization of their 
territory. 

Until now, Yates has been able to 
finance steady growth without dilut- 
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Freeport has concluded an outstanding year and it 
begins 1957 with plans for further expansion 
and diversification. 


Production of sulphur in 1956 exceeded 2,000,000 
long tons for the third consecutive year. In spite of 
intensified competition, sales both at home and abroad 
reached record highs. 


Production of oil also rose to a new high, and 
recoverable reserves of oil and gas were increased. 


For the future, Freeport is substantially strengthening 
its sulphur position. One new mine is under construction 
on the Louisiana gulf coast, and plans are being drawn 
to undertake the first completely offshore sulphur 
mining operation in history. 

The company is also working on plans with the 

hope of proceeding with development of 

strategically important nickel-cobalt deposits in 

Cuba, and a jointly owned subsidiary will shortly 

begin production of potash in New Mexico. 
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YOUR SHAREHOLDERS—AND 


the nation’s 30,000 financial opinion 
leaders rely upon you, as manage- 
ment, to tell them the full and 
factual story about your company. 


You benefit greatly when such a 
story is told on a sustained basis 
by skilled and experienced per- 
sonnel. 

* 


We have such personnel. Four of 
our senior associates are security 
analysts. All of us think and talk 
the language of the investment 
community. 


Send for our list of clients. Ask 
questions about us around “The 
Street.” 


GARTLEY & ASSOCIATES, INC. 
Financial Community Relations 
Share Owner Communications 
68 William Street ¢ New York 5, N. Y. 
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Pleasant Living is your busi- 
ness and personal bonus in 
Colorful, Industrial Colo- 
rado, the state that meets in- 
dustrial and individual re- 
quirements! Documented 
facts are offered for your 
study. Write for free, re- 
vised-to-the-minute analysis, 
“Industrial Colorado.” 


COLORADO 


DEPARTMENT OF 
DEVELOPMENT 
16 State Capitol 

Denver 2, Colorado 


Last year, tor in- 
stance, twelve-month earnings rose 
from $1.32 per share to $1.52 despite a 
1.5 million share stock issue late in 
1955. Reason: tight control on costs. 
But Yates’ operating ratio is now ris- 
ing, poses a problem for the future. 
Main trouble: mounting fuel costs. 


| Less and less of Yates’ power now 
| comes from low-cost hydro facilities 


(15% vs. 50% in 1943) and natural 


| gas rates are rising. One solution is 
| coal, and Yates is taking it. 


Right 
now he is building a $150-million coal- 


| fired plant on the Coosa River, which 





is due to start operating in 1961. 

By contrast, Dixon’s Middle South 
has boasted a relatively steady oper- 
ating ratio in recent years. His big 
problem instead is rates. Last year 
Middle South’s subsidiary, Arkansas 
Power & Light, was forced to refund 
more than $9 million in temporary 
rates and interest collected under 
bond since mid-1954. Dixon entered 
a new application, was denied, ap- 
pealed again. Despite past rejections, 
the prospects for the success of the 
current application look fair. 

Trouble Writ Large 

Drawing up the rear among the big 
utilities is New England Electric, 
which suffers from its location most 
of all. Since 1946, revenues have ris- 
en only 44%, and capable President 
Irwin L. Moore has labored under the 
burden of trying to fuse some 25 
operating subsidiaries into an ef- 
ficient whole. Last year he started 
consolidating five more of them in an 
attempt to cut costs. 

More fundamental, Moore’s power 
is high-cost power. True, his Salem 
Harbor plant is a model of efficiency; 
but others are so antiquated that 
Moore often prefers to buy rather than 
generate a certain fraction of his 
power. Peak loads mean using all of 
his plant, however. In 1955, for in- 
stance, Moore’s 1.1 million kw capac- 
ity fell far short of matching his 1.3 
million peak load. To complicate the 
problem, such seasonal factors as 
winter cold and late springs some- 
times render his low-cost hydro facil- 
ities undependable. 

In extremis, Moore’s problem was 
the industry’s problem. He had to 
grow, but he could hardly afford to 
expand. If he chooses to expand too 
fast, capital costs erode his profits. If 
he does so too slowly, purchased 
power eats up profits too. The won- 
der of it is that he, and the industry at 
large, have done as well as they have. 
Like the rest of the industry, Moore 
is planning yet more expansion. The 
bill: some $125 million by 1960. With 
the U.S. consumer calling the tune, 
he and his brethren have to keep step. 
But they are constantly paying the 
piper for the pleasure. 
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the dollar (1947-49 — 100), factors 1, 4 
and 5 for seasonal variation. 
Dotted line is an 8-day estimate based on tenta- 
tive figures for five components, all of which are 
subject to later revision.* 
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*Final figures for the five components (1947-49) — 100) 





Nov. Dec. Jan.('56) Feb. Mar. April May June July Aug. Sept. Oct. Nev. 
Production......... 144.0 144.0 144.0 143.0 141.0 143.0 142.0 141.0 1360 141.0 142.0 145.0 145.0 
Employment........ 114.7 114.9 115.1 115.0 116.8 117.3 117.6 118.1 116.6 118.0 118.2 118.1 118.6 
Rea 103.3 103.5 101.8 101.55 101.3 100.8 1003 100.5 1003 101.0 1008 102.0 1018 
Ws Was Sesestces 117.6 116.5 118.4 112.8 115.5 116.4 116.4 118.3 121.6 120.4 1214 121.4 115.5 
Bank Debits....... 165.4 159.5 168.9 177.2 160.1 164.8 172.0 161.4 168.4 177.2 177.2 149.0 166.6 





THE MARKET OUTLOOK 


by SIDNEY B. LURIE 


Faith, Hope and Charity 


A New Year has started but on an 
entirely different note than that 
sounded a year ago, as well as two 
and three years ago. 

Then, speculative psychology was 
buoyant, effervescent, and business 
was confident. Today, industry is 
guarded in its optimism, and the se- 
curity buyer is hesitant as to his 
hopes and expectations. And right- 
fully so, for the New Year finds 
America awaiting the answers to a 
number of pertinent questions. 

For example, why was Christmas 
trade so disappointing when consum- 
er disposable income is at record- 
high levels? Has the wage-price 
spiral, which inevitably penalizes an 
important segment of the market, fin- 
ally caught up with our mass ability 
to consume? Has tight money ad- 
versely affected the “fringe” buyer? 
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Ours is a consum- 
er goods economy, 
and the fact that 
people aren't 
spending freely is 
a worrisome con- 
dition. 

Business spend- 
ing for new plants 





and equipment, an important prop to 
the economy in 1956, will expand in 
1957,,too, but at half this year’s rate 


of gain. 


Bearing in mind that the in- 


crease partly reflects higher prices 
and a carry-over of 1956 plans, there 
is a question as to whether industry’s 
capital expenditure boom will be as 
aggressive a stimulant this coming 


year as last. 


Particularly inasmuch 


as 1957 opens with two significant un- 
knowns which did not exist a year 
a) the possibility that a con- 


ago: 





tinuing squeeze on profit margins may 
lessen industry’s urge to expand; b) 
the possibility that a shaky bond 
market will make it more difficult to 
obtain the necessary capital. 

In like vein, it is reassuring to note 
that the automobile industry is off to 
a good 1957 start. There is real prom- 
ise that the popular forecast of a 10% 
gain in sales will be fulfilled. Only 
scattered resistance to higher prices 
has been noted, and tight money is not 
presenting a special credit problem 
even though 60% of automobile sales 
are on an installment basis. But the 
real test may not be at hand until 
spring, when the industry’s sales and 
production are traditionally high. 
This is when the test will come, not 
so much because of tight money it- 
self, but because the widespread use 
of three-year installment paper in the 
second half of 1955 may have changed 
the traditional two-year cycle. This 
is the unknown. 

There are other Question Marks, 
too, of course. For example, how 
important is the fact that industry’s 
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Electrical Equipment Stocks 
in 1957 


Ne might classify them into two groups: (1) those of companies that sell radios, 
television sets, washing machines, etc. to consumers (2) those that sell capital goods— 
generating equipment, controls, transmission systems, etc.—to producers. Group I has 
had a bad year. The stocks are way down in price. Group II has had a good, big year. 
The stocks are near their peaks. 

Which group now offers the better value relative to 1957 earnings and dividends? 
The current week’s edition of the Value Line Survey estimates 1957 earnings and 
dividends per share for each of the 25 electrical equipment stocks under survey, offers 
an analysis of next year’s business prospects for each company and measures the normal 
value of each stock on the basis of 1957 estimated earnings and dividends. 

The Value Line analysis discusses the position of each Company against the industry 
background and projects the individual stock’s potential earnings and dividends and 
price expectancies 3 to 5 years hence in a plausibly hypothesized economic environment. 


SPECIAL: You are invited to receive the 64-page issue covering the leading electrical 
equipment stocks, and also the leading brewing and distilling stocks at no extra charge 
under this special introductory offer. In addition, you will receive in the next four 
weeks, new full-page reports on each of 200 major stocks and 14 industries to guide you 
to safer and more profitable investing. Each stock is appraised specifically as under- 
priced, fairly priced or overpriced. Among the 43 stocks analyzed and reported upon 
in this week’s edition are: 


General Electric Radio Corp. of America Philce 
Int'l. Telephone Columbia Broadcasting Admiral 
McGraw Electric — Electric Zenith 
DuMont Labs. inneapolis-Honeywell Square D 
Daystrom Distillers-Seagram Magnavox 
Schenley National Distillers Simmons 


$S INTRODUCTORY OFFER* 

Includes 4 weekly editions of the Value Line Survey—with a full-page Rating & 
Report on each of 200 stocks and 14 industries, including advance estimates of 1957 
earnings and dividends. It includes also a new Special Situation Recommendation, 
Supervised Account Report, 2 Fortnightly Commentaries, and 4 Weekly Supplements. 
(Annual subscription $120.) *New subscribers only 
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and 20 others 
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Capital is needed in expanding California, and 
we know where to place it for you to your best 
advantage! Earn up to 100 per cent more than 
bank interest with the positive safety of an account 
insured to $10,000 by U.S. Government agency. 


No cost to invest. No charge for our service. For 
personal savings, corporations, unions, pension funds. 
Also legal for trust funds. 
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AVERY L. EPPLER and CO. 
Dept. 2, Russ Building, San Francisco, Calif. 





inventories are higher than a year 
ago, dollar-wise and in relation to the 


| going rate of sales? Then, too, should 
| the security buyer be concerned 


about the fact that the November em- 
ployment figures were not as robust 
as might have been expected? On 
balance, however, one _ conclusion 


| seems inevitable: if the questions are 


not answered satisfactorily, the evi- 
dence won’t be at hand before spring. 
Until then, at least, the upward mo- 
mentum which has been gained in 
past months will permit a high level 
of business activity. Furthermore, 
bearing in mind that the business 
stool rests on many legs, it seems fair 
to assume that 1957, by and large, 
will be a good year—a prosperous 
year. 

In other words, even if we assume 
that the consumer remains in a con- 
servative mood, that residential con- 
struction will decline somewhat fur- 
ther in 1957, that industry’s inventory 
policies will not again be a stimulant, 
that industry’s expansion program 
will be cast in a more conservative 
vein, the fact remains that the econo- 
my has the benefit of several new 
“pluses.” An upturn in farm income 
and, most important, a shurp gain in 
federal, state and local government 
expenditures should more than offset 
the obvious debits. A 1957 version of 
the Marshall Plan apparently will 
bolster tottering Free World econo- 
mies, and defense spending is likely 
to increase sharply. 

But history teaches an important 
lesson to the effect that a construc- 
tive view of the business outlook is 
not necessarily bullish on all stocks 
at all times. This is particularly true 
today in the sense that: 

1) Aggregate corporate earnings 
and dividends probably will show lit- 
tle net change in 1957, and this is the 
fuel required for a classical bull mar- 
ket. 

2) A decisive and unmistakable 
upturn in the bond market is another 
prerequisite for a classical bull mar- 
ket. This, too, is unlikely in the near 


| future, for industry’s need to finance 


its 1957 expansion programs will put 


| pressure on existing bond prices. 


3) There is every indication that 
the stock market as a whole is grad- 
ually working towards a higher yield 
basis. This because there is less as- 
surance today than in past years of 
over-all earnings growth—the nou- 
veau riche growth stock buyers have 
been disillusioned—and the era of 
“cheap” money which fostered low 
yields and high price times earnings 
ratios has ended. 

4) The big re-evaluation of the 
merits of common stock ownership, , 
and the upward adjustment of prices 
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to a new concept of values, likewise | 


has ended. The Market now must 
digest its special claim to popularity 


in the first phase of the Fabulous | 


Fifties. 
5) By and large, fashions in invest- 
ment policy changed in 1956, and 


bonds and preferred stocks returned | 
to their rightful share of the invest- | 


ment dollar. This does not mean a 


return to the classical portfolio pro- | 


portions of the Twenties, when tax 
rates were lower, and the nation had 
an entirely different social and eco- 
nomic philosophy. But it does mean 
new competition for equity money. 


There are other sobering consid- | 


erations, too. For example, if busi- 
ness as a whole merely maintains an 
even keel in 1957, a great deal of talk 


about competition for the consumer | 


dollar*is likely to be heard in coming 
months. But the fact that there are 
reasons not to expect a classical bull 
market does not conversely mean that 
there is reason to expect a classical 
bear market. One does not neces- 


sarily follow the other, and 1956 is 


proof of the point. This is still one 
of the safest high markets in history. 
It has been a selective market in tune 
with individual realities, and free of 
the mass hysterias which climaxed 
other explosive periods. In short, 
there is little risk of an “old-fash- 
ioned” bear market. The chief sus- 
picion that attaches to 1957 is the 
question of whether the average-wise 
floor will remain in force. 


In short, the 1957 market outlook is 
similar in many respects to the 1956 
experience of an extraordinary degree 
of selectivity—of private bull and 
private bear markets in terms of 
stocks, of baby bull and baby bear 
markets in terms of the averages. 
This means that the choice of issue 
and recognition of the fact that 1957 
is not the time to “bet the bankroll” 
are the keys to successful market 
policy. It means an interest in the 
protected industries—those free of 
the profit margin and capacity prob- 
lems which are plaguing so many. It 
means an interest in the companies 
and industries which can show im- 
portant earnings gains in 1957—the 
airline, aircraft, automobile, bank, 
grocery store, machinery, oil, soft 
coal and steel industries. It means an 
interest in bonds, too, for although 
money rates will remain high, money 
should be in greater availability six 
months hence. 


All in all, 1957 is a year in which 


unorthodox policy will be most re- 
warding. The shift in market em- 


phasis from the best names to the 
most dynamic companies will con- 


tinue. This is a time to avoid pat | 


labels and popular clichés. 
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WILL THE DOW 
HIT 600 IN 1957? 


You are invited to accept the new Spear & Staff 1957 Fore- 
cast on Business and Stocks, which tells you how high we 
believe the Dow Industrial Average (now about 490) will go 
in 1957... and also includes: 


4 STOCKS TO BUY IN WHAT LOOKS TO BE 
THE BIGGEST-PROFIT GROUP OF 1957 


On December 29, Spear & Staff wiil publish our Forecast for 
1957. Page 2, paragraph seven of this Forecast contains 
a statement which every investor should read — and re-read. 
This statement can be vitally important to your 1957 profits. 
On Pages 7, 8, 9 and 10 of the Forecast you will find our 
selection of the EIGHT BEST GROUPS for 1957 — with 32 stocks 
to buy. But—of these eight groups, there is one group which 
we believe will lead all of the 80 industrial groups—in 1957. 
There are four stocks to buy in this BIGGEST-PROFIT GROUP. 


HOW TO MAKE EARLY 1957 PROFITS 


We expect 1957 to be a year of selective profit opportunities 
... with particularly good stock gains in the early part. 
So we have prepared a new 3-Part Special Report entitled: 


“22 SPECIAL STOCKS for 
LARGE GAINS in the FIRST PART of 1957” 


This Report is made up of: 


Part! —9 STOCKS PICKED FROM THE 74 STOCKS NOW 
ON THE SPEAR SUPERVISED LIST. 


Part I!—11 STOCKS PICKED ESPECIALLY FOR THEIR 
FUTURE BIG-GROWTH POTENTIALS. 


Part Ill-—2 VERY LOW-PRICED “SPECIAL SITUATION” 
STOCKS WE ESPECIALLY LIKE (One of these 
stocks seems tailor-made for extra big growth 
because of the Middle East crisis.) 


To help you start the year 1957 well, you may have a copy 
of the Report on “22 Special Stocks” and “Spear’s Forecast 
on Business and Stocks for 1957”— plus a 5-week trial 
subscription to the Spear Market Letter — for just $1.00. 


SEND $1 TODAY FOR THIS BIG INVESTMENT PACKAGE 


SPEAR & STAFF, Inc., Babson Park 57, Mass. 


For $1—please send me your 
Special Investment Package for 
making stock profits in 1957— 
including (1) your Forecast 





ON BUSINESS AND STOCKS FOR 
1957 (to be published Dec. 29), 
(2) your Special Report on 22 
SpreciaL STocKs For LARGE 
GAINS IN THE First PART oF 
1957, (3) the next 5-weeks’ issues 
of the Spear Market Letter. 
(Offer open to new readers only) city. ZONE STATE 








MAIL THIS COUPON WITH $1 TODAY! | 
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JOSEPH D. GOODMAN | Mei B ea ee Oe Bee tee Oe es 


a member of the New York Stock 


Exchange and a registered invest- by JOSEPH D. GOODMAN 
ment adviser, makes his headquarters 


in our Philadelphia office. Re-examination of the Market Year 


Durinc 1956, the stock market was 7. Large amount 
affected by a number of disturbing of bank loans out- 
items, among them being the follow- standing. 
ing: 8. A decline in 
1. The President’s health. ’ automobile sales. 
REY NOLDS & Co. me 2. The yw Canal situation, which ate in tg 
egan in July. of the profit mar- 
og pap ng es — 3. The national election, with opin- gin in many in- 
and other principal Exchanges ions see-sawing until near the close  dustries. 
NEW YORK PHILADELPHIA | of the campaign. Of course, it is not possible to pre- 
120 Broadway 1526 Chestnut Street 4. Advancing money rates, with se- dict the ultimate outcome of affairs 
Other New York Offices: vere declines in the bond market. in the Middle East and other spots, 
nT can ante ee oe. tp a 5. Very high prices for some stocks, but, in any event, I am confident that 
Ueber Revantli' Oltee: particularly the “blue chips,” caused the United States is well equipped to 
Chicago, Til. Salinas, Cal. Minneapolis, Minn. | Chiefly by institutional buying and cope with any situation which might 


. San Mateo, Cal Atlantic City, N.J 


Rochester, N.Y. Santa Cruz, Cal. East Orange, N.J.. | Purchases for pension funds. (In the confront it. 
Syracuse, N.Y Santa Rosa, Cal. Morristown, N.J. 


San Francisco, Cal. Stockton, Cal. Ridgewood, N.J spring of 1955, I expressed the opinion As to the loss of oil from the Middle 
Berkeley, Cal. Charlotte, N.C. Vineland, N.J. 


Carmel, Cal. Durham, N.C. Allentown, Pa. that many of the blue chips had ad- East, it must be kept in mind that the 
} men ne ng Winston-Salem,N.C. Seranton, Pa.” vanced enough.) capitalistic world has always found 
en ee ve 6. A declining trend in construction a way to find alternatives. (Remem- 


—__—_—— — of homes. ber Mexico’s seizure of U.S. oil, and 


GET YOUR SHARE of the 


1957 Stock Market and | | 25 STOCKS WITH DECLINING PRICES 
Grain Market Profits | ene 


Transactions for his customers are 
executed and cleared through us. 
Inquiries Invited. 

















Cash yield 


Will it be $10,000, $25,000 or $100,000? The 1955-56 1956 price (does not 
-— limits to your profits are those Mey high 
e 


- - : to one you low (fractions 1956 include 
or yourself. your ; : ; iy! 
GOAL for 1957 ata high level, and GET | | Nome Gractions ignored) = ignered) pani _ 
TO WORK and attain your goal. Here are | 
the tools; first: Allied Chemical 88 92 $3.00 plus 
1957 GRAIN MARKET TREND ans sted 
FORECAST $25 th 
1957 STOCK MARKET TREND Allis Chalmers 30 31 2.00 
FORECAST $25 American Radiator 16 17 1.40 
These yearly graphic forecasts show exact American Agric. Chemical. . 58 59 4.50 
dates when markets should advance or . 
decline during the year. Extremely high American Viscose 31 33 2.00 
degree of accuracy during past decade. 
and, Second: 


Market “KNOW-HOW” Carrier Corp. 49 54 2.40 


Chrysler Corp. 60 70 3.00 
Instruction Books Py tae 175 6.50 
“45 YEARS IN WALL STREET—NEW , 
STOCK TREND DETECTOR,” W.D.Gann’'s Eastern Airlines 46 47 1.00 plus 
last book on stock trading and forecasting 
methods. 231 pages, $10. _ 2% stock 


“HOW TO MAKE PROFITS IN COMMODI- Electric Auto Lite 32 33 2.00 
fl wy OF D. Jean. — ng ~~ 
ion, pages of trading rules, tech- 
niques and forecasting methods. Illus- Ford Motor 51 56 2.40 
trated. Price $10. Fruehauf Trailer 22 22 1.40 plus 
“A BETTER WAY TO MAKE MONEY” 8% stock 
by BH. Pugh—Simple, practical plan of nee 

nvesting an rading in e Stock an Gulf Oil 101 : 1 
Grain arkets. Illustrated. 303 pages. - . ° we : “a wn 
’ stoc 


Price $7 
“SCIENCE AND SECRETS OF WHEAT t ; 
TRADING,” by B. H. Pugh—A practical rene Pee ai = snioane 
and Complete Wheat-Trading Course in 3% stock 
eR FA eercmedincteoned International Silver 43 45 3.00 
“TRADERS INSTRUCTION BOOK,” by 
Burton H. Pugh—Rules for jencees in the Monsanto Chemical 33 35 
grain markets. Illustrated. mee 
(Original Price $20.00) . "Rais © 
atl me COTTON,” by eee H. N.Y. Central 49 32 
ay aes book of inetructions for tradin 
in the Cotton Market. 34 pages. Illustrat 
(Original Price $20.00) . . Price $7.50. Olin Mathieson 62 48 50 2.00 
“HOW TO MAKE PROFITS TRADING IN a : 
PUTS AND CALLS,”’ by W. D. Gann, 16 Pacific Finance 44 31 2.00 
pages . . Price $2.00. __ Radio Corp. 55 33 1.50 
COMMODITY CHARTS (Gann Method)— 
Daily, Weekly, Monthly .. Prices on 
request. Reynolds Metals 85 59 0.52% 
MARKET INSTRUCTION COURSES — St. Regis Paper 60 43 44 2.00 
Prices on request. ‘ 


rs - Sinclair Oil 72 58 3.00 
(Enclose Remittance With Order) Southern Pacific 65 44 46 3.00 


Lambert-Gann Publishing Co., Inc. U.S. Plywood 51 32 


P.O. Box 1505—Miami 9, Florida *One share U.S. Freight for each 21 shares held. 


1.00 plus 
2% stock 
34 1.50 plus 
stock* 
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the production of synthetic rubber | 
following the loss of the plantations 
in Malay?) The free world will do it 
again. 

It cannot be repeated too often that 
the changes in our economic system 
since 1929 make another major eco- 
nomic crisis unlikely. There is the 
national Social Security program, 
pension systems of various kinds, un- 
employment and disability insurance, 
etc. There are government spend- 
ing programs of many kinds, on fed- 
eral, state, and local levels, involving 
defense construction, road building, 
hospitals, etc. 

Certainly, the long-range outlook 
for the United States is brilliant, but 
there is no way to gauge the near- 
term stock market outlook; or how 
much selling will take place by “in- 
vestors” who intend to hold their 
good stocks when they buy them, but 
who become scared if the stock mar- 
ket stays weak enough for a long 
period of time. It has always been 
like this. 

Among the characteristics of the 





bull market was the great ‘selectivity 
and the failure of many low-priced 
speculative stocks to advance much— 
in contrast with previous bull 
markets. The Dow-Jones industrial 
stock average reached a peak of 521.05 
in April last year, followed by a set- 
back to around 465, and a recovery 
to approximately the same April level 
in August. Following this activity, 
the average reacted again to 466 in 
November from which a sharp rally 
to around 494 has occurred during 
the past few weeks. 


During this period and for a year 
or so prior to it, many individual 
stocks have suffered sharp declines, 
and in some cases, are down to levels 
from which their last advance began. 
American Agricultural Chemical, for 
example, was selling around 56-58 in 
the fall of 1953 when the Dow-Jones 
industrial average was 275. It ad- 
vanced to 91 in 1955. Since then, it 
declined to 58, where it is now sell- 
ing. There are many other good- 
grade stocks which also fall into this 
category today, and I think they have 
reached a buying zone around the 
lows made the end of November. 

I submit on the previous page a list 
of stocks which have declined sub- 
stantially, and which also provide a 
good return. Wide diversification and 
scale-down buying are recommended. 
These are all top-notch companies, in 
strong financial condition, and with 
excellent management. 


Advance release of Forses columnists’ 
regular articles, excepting Mr. Lurie’s, 
will be airmailed to readers on the day 
of their writing. Rates on request. 
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| PLAN AH EA 


You can’t afford to overlook the future. Like the sign painter, 
you might run out of space. Or, like the procrastinator, you 
might run out of time. Worse yet, like anyone who does not 
plan ahead, you might run out of money. 











More and more people are today investigating the possibilities 
of making a little extra profit with their spare dollars by purchas- 
ing low-priced common stocks. Whether or not you are a regular 
investor, we believe that our booklet, “What the Investor Should 
Know About Low-priced Common Stocks” will furnish you with 
several ideas and facts about this aspect of the stock markets which 
you may never have considered before. It might well spur you 
on to thinking about your financial future in an entirely new 
light, or give you some new ideas about “planning ahead.” 


We'd be glad to send you this informative little booklet free 
and without obligation. Just fill in and send us the coupon below. 


McGrath Securities 
CORPORATION 
70 Wall Street, New York City 5 
Please send me “What the Investor Should Know About Low-Priced Common Stocks.” 
Name , be 
(Please print) 


F-101 
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Middle East Oil Crisis 
Indicates Need to Increase Domestic Drilling and Exploration 
For a timely oil investment we recommend 


ANSCHUTZ DRILLING CO. 


Common Stock around $31 


@ Largest oil drilling company in Rocky Mountain area. 


@ Its 14 rotary drilling rigs operating on contract and its interests in 97 


oil wells in 5 states now produce gross revenue exceeding $500,000 
per month. 


@ Over 125,000 acres of proven and unproven oil and gas properties in 8 
oil producing states. 


@ To help meet Europe’s urgent need for more oil, Anschutz Drilling Co. 
and other oil companies are going full tilt ahead. 


Send coupon for FREE Report 


Members American Stock Exchange (F-AD-1-1) 
80 WALL STREET, NEW YORK 5, N. Y. ° BOwling Green 9-1600 
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-—Own a DIVIDEND— 


TIME TABLE 
Protect and Forecast Your 
Investment Income With 
PERIODIC INCOME CALENDAR 








Only 
$2.50 
postpaid 






IMMEDIATE 
SHIPMENT 















@ Tells you at a glance what Invest- 
ment Income Checks to expect 
each month. 

@ Warns you of lost check or 
omitted dividend. 

e Records every income check 
for tax purposes. 

@ Provides space for purchase and 
sales data. 

® Handles up to 72 separate invest- 
ments over a 5-year period. 

© Attractively bound in simulated 
aap gold embossed, 742”x11”. 


Makes A 
WELCOME GIFT 
. send $2.50 check or 


laapeotien ee 
for Calendar . 
money order within 10 days for 4 refund. 
EUGENE A. HAGEL Publisher 
230 RIDGEWAY ROAD, BALTIMORE 28, MARYLAND 

















for Successful 


1957 MARKET DECISIONS 


Order now New January 
YEAR-END EDITION 
GRAPHIC STOCKS nisinis 


1001 CHARTS 


ae monthly highs, lows—earnings—divi- 
on virtually 
every active stock listed on N. Y. Stock Ex- 
change and American Stock Exchange covering 
12 full years to January 1, 1957. 


Complete with 1956 DIVIDEND RECORDS 





Single Copy (Spiral Bound).......... $10.00 
Yearly (6 Revised Issues)........... $50.00 
SPECIAL OFFER: 2 books, 1924-1935 


Rare — and current year-end issue 


F. W. STEPHENS 
87 Nassau St., N. Y. 38 BE 3.9090 


Dept. F 








Yes, in a 4-year period, R.K.O. waEnanrs showed 
the above percentage gain, 
appreciati to $104,000. ‘The 
Richfield , Tri-Continental and Atlas Corp 
comparative rises. WARRA move faster 
and further than any other type of security. 


If you are interested in capital 
appreciation, be sure to read 


“THE SPECULATIVE MERITS 
OF COMMON STOCK WARRANTS” 
by Sidney Fried 


It discusses Warrants in their different phases— 
explores many avenues of their profitable pur- 

and sale—describes current opportunities 
in Warrants. 


For your send $2 to the , R.H.M. 
Asseciates, Bept. F-74,220 Ave., New York 
1, M. Y., or send for free descriptive folder. 





“UP 20,700%7 
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MARKET COMMENT 


by L. O. HOOPER 


Lower Prices Probable 


Tue traditional year-end rally, like 
most such movements in downtrend 
years, has been of above average pro- 
portions. Up to the time this is writ- 
ten, however, it has stopped short of 
the 500 area in the DJ Industrials. 
There is a very thick “supply area” 
between 500 and 525. 

As I see it, the December recovery 
primarily was a rebound from pres- 
sure to sell stocks to register losses 
for tax purposes. It was helped along, 
no doubt, by the extreme thinness 
which characterizes contemporary 
stock market behavior, and to a lesser 
extent by more favorable political 
news from the Middle East. 

For the time being, partly because 
of the action of stocks alone, investors 
have been putting less weight on: 1) 
the general economic confusion in 
Europe resulting from the closing of 
the Suez Canal; 2) tight money and 
its business consequences; 3) a less 
favorable outlook for residential 
building; 4) the profit margin squeeze; 
and 5) the less vigorous trend in in- 
coming orders for both consumer and 
capital goods. These are things, I be- 
lieve, to which the market will pay 
more attention after the holiday sea- 
son has passed. 

It is exceedingly difficult to apply 
market philosophy based on the be- 
havior of the DJ Industrials to the 
problems of individual investors and 
to the action of individual issues. 
After all, this is a “selective” market, 
and not all of the 1,300 stocks traded 
on the New York Stock Exchange 
fluctuate in harmony. Indeed, in the 
last half-year’s generally “down” 
market there was a bull market in 
perhaps as many as 50 or 75 different 
individual equities. Furthermore, the 
Dow Average quite properly is heavily 
spiked with blue chips and shares of 
major corporations; and some stocks 
of this type have been selling pretty 
high in relation to earnings and divi- 
dends. 

But the Dow does tell us a great 
deal about “direction,” “atmosphere” 
and “tone”; and, on an over-all basis, 
it usually is quite representative of 
the forest if not of the individual 
trees. 

Most important of all, especially 
from the standpoint of the commen- 
tator who has a large and heterogene- 
ous audience, the Average is available 
in almost every important newspaper 
and in every brokerage house in the 
land. So we have to talk about it, 
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even if some peo- 
ple damn it and 
even if it is not a 
perfect tool. Just 
as an aside, I don’t 
know how to make 
a better tool and 
I don’t have too 
much patience with those who criti- 
cize it. If you know what it is, and 
use it for what it is, it is a helpful 
instrument. 

With that introduction, at the risk 
of seeming repetitious, I would like 
to point out that the stock market has 
stopped going down in the 458-466 
area (roughly at 460) five times dur- 
ing the past year: in January, in 
February, in May, in October and in 
December. In other words, there is 
a “demand area” at 460 which can- 
not be ignored in forward market 
philosophy. I remain of the opinion, 
however, that this “demand area” 
eventually will be violated—that the 
real support area may be either at 
435-445 or at 390-420. In prognosti- 
cations like this, the reader should 
remember, one has to feel his way 
along. The idea that the 390-420 area 
will be reached sometime this year 
still is a hypothesis, not a sure thing. 

As I see it now, 1957 will be a year 
of worrisome developments in inter- 
national trade and America will not 
be completely isolated from the trou- 
bles of Britain and Europe. I think 
it will be a year of firm or higher 
interest rates and less free granting 
of credit. I do not look for anything 
more than a passing and small reduc- 
tion in interest rates unless business 
really slides more than I expect. I 
look for less residential building; 
there will be less mortgage money, 
and what there is will be available 
only on less favorable terms and 
at higher rates. I expect more com- 
petition in prices and believe that 
profit margins will be lower. We prob- 
ably will make less money on perhaps 
not much more or a little less business. 
Most plant expansion programs will 
be continued, but perhaps on a small- 
er scale. There may be more inclina- 
tion to “cut corners” to save money 
on plant expansion and it is easy to 
“cut corners” on any big project. 
Perhaps this road-building program 
won't be quite as big as some ex- 
pect; state and municipal authorities 
may be inclined to delay in hope of 
better markets in which to borrow 
money. 






Forbes, JANUARY 1, 1957 











by HEINZ H. BIEL 





Actually, there already is a per- 
ceptible decrease in the inflow of new 
orders in many industries. The in- 
ventory losses, due to the steel strike 
and other things, are being made up. 
There always is an inclination to buy 
commodities and merchandise ahead 
when you expect prices to go up— 
and in late months most purchasing 
agents have been expecting prices to 
go up. Business lately probably has 
not been as good as it has looked. 
After all, there are few real short- 
ages and there is lots of new pro- 
ductive capacity coming into opera- 
tion. 

Now don’t run away with the idea 











that I am expecting either business or | 
investment disaster. I’m not. There | 
are too many basic favorable factors | 


(most of them now pretty well real- 
ized by investors) such as an infla- 


tionary trend, high public buying | 
tech- | 


power, increasing population, 
nological advances and all that. These 
things still operate, but there are 
times when the economy has to pause 
to catch up with itself—and I suspect 
this is one of those times. 

There is a connection between very 
low interest rates, high prices for 
bonds, low price-earnings ratios and 
high yields for stocks. When money 
rates rise, the rich growth stocks are 
not as freely bought by certain in- 
stitutions—which turn their new 
money to bonds. To attract such in- 





stitutions back into buying equities, or | 


more accurately to make these people 
buy more stocks and fewer bonds with 
their new money, we need lower stock 
prices. 

I suspect that in event of real weak- 
ness in good stocks, weakness that 
carries the 


DJ Industrials down | 


around 400-420, the institutions will | 


“rescue” stocks from further declines 


by buying more equities and fewer | 


bonds. The pension funds, for in- 


stance, are more important than the | 
mutual funds; and most of the pension | 


funds now are in position to increase 


their equity holdings when prices are | 


right. Lately they have not thought, 


most of them at least, that prices for | 


equities are 
bonds. 

If 1957 is to be about the same kind 
of year as 1956, or the latter part of 
1956, we should continue to have 
“special stocks,” perhaps 3% to 5% 
of the list, which should act better 
than the average. It is hard to pick 
the stocks which in 1957 will act as 
well as National Supply, 


“right” in relation to 


Dresser, | 


American Machine & Foundry, Cur- | 


tiss-Wright, Pittston, Lukens Steel, 
McGraw-Hill, McGraw Electric and 
Timken Roller Bearing did in 1956. 
But I am going to suggest some “can- 
didates” for this distinction: Foster- 
(CONTINUED ON PAGE 166) 
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will be somewhat different. 


In several respects, of course, 1957 | 
The au- 








HOW TO MAKE 


CAPITAL GAINS 


IN 1957 


To make capital gains of any real size in 1957, nothing will be more im- 
portant than an accurate system of market timing. 


As a “guest” subscriber during the opening weeks of the New Year, you 
can now start off on the right foot——with a thoroughly reliable method of 
telling not only which stocks are the best buys—but hen to buy, how long to 
hold, and when to sell for maximum profits. 

To offer this kind of service, we must be—and are—ready to be judged 
on results alone. If you, too, are interested in the rewards of market timing, 
send for our special 3-week trial. You receive: 


(1) THE MARKET TIMING REPORT (3 Weekly Issues)—a continuing guide to the “when” of 


investing for capital gains. 

(2) THE STOCK SELECTION REPORTS (3 Weekly Issues)—a continuing selection of the best 
stocks in the best industries, with positive buy, hold or sell recommendations. 

(3) NEW RATINGS OF 520 STOCKS—This report, just issued, ranks each of [20 stocks ac- 
cording to investment preference now. 

(4) STOCK SELECTION MANUAL—new edition of the 48-page “Stock Market Analysis: Facts 
and Principles.” Gives you a complete, step-by-step explanation of the “how” of investing 


for capital gains—supplemented weekly with specific buy-hold-sell advice. 


To obtain the invaluable investment aids listed above for the next 3 
weeks—mail this ad, your name & address, and $1 today. 


AMERICAN INVESTORS SERVICE, DEPT. F-163 
LARCHMONT, NEW YORK 








YEAR IN ADVANCE FORECAST 





by placing your dollars me 
INSURED SAVINGS ASSOCIATIONS 


(Each account in each association insured in amount to $10,000 by Federal Sav- 
ings & Loan Insurance Corporation, A U. S$. Government instrumentality) 


For personal Savings Accounts No Cost to Invest—No Service 
—Corporate, Institutional, Cost—No Cost or Penalty to 
Guardian, Endowment, Union, Recall Funds When Wanted— 


Always at Par 
Call, phone or write for Chicago 
and nation-wide list of Insured 


TRUST FUNDS; Place any Associations—complete infor- 
amount, $500.00 to $1 Million. mation—no fee—no obligation. 


INSURED INVESTMENT ASSOCIATES Inc. 
176 West Adams Street ¢ Chicago3 «¢ Iilinois 
Telephone Financial 6-2116-7-8 
REGISTERED WITH U.S. SECURITIES & EXCHANGE COMMISSION PURSUANT TO SECTION 15 (8) OF THE 
SECURITIES EXCHANGE ACT OF 1934. REGISTERED DEALER STATE OF ILLINOIS SECURITIES DEPARTMENT 


Credit Union, Pension, Per- 
petual Care—LEGAL FOR 














1957 STOCKS ELIMINATE CAPITAL GAINS TAX 


with detail “TREND CHART” 


By 
JAMES MARS LANGHAM fae Sean b klet 
P.O. Box 795, Santa Monica, Calif, 
Issued every year since 1932 
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PRICE $35.00 (free copy of 1956 - f aif 
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GROWTH A 
INDUSTRY § mutuat 
SHARES, Inc. =FUND 


Objective: Long-term growth 
of Capital and Income. 


Shares priced at 103% of net asset value, 
redeemed at 100% of net asset value. 


Prospectus on request 


6 North Michigan Avenue 
Chicago 2, Illinois 


INVESTOR'S 
DICTIONARY 


Here at last is a comprehensive book on every 
term, colloquialism and expression used in the 
investment business. 


EXPLAINED IN 
EVERY-DAY LANGUAGE 


Are you stumped for meanings at words like 

hese? Accumulation Level . . . A.I.P 

aene Pool . . . Call om a * Be Dividend 
. Leverage. . Sats Value . . . Put Option 
” Red Herring . Rights . . Scal ping 

Stop Loss Order . . . Short Selling . Straddie 

Option .. . Volatility oo « OC. 

INVESTOR’ S DICTIONARY explains these 

and many hundreds of other investment ex- 

pressions. INVESTOR’S DICTIONARY is 

guaranteed to satisfy or your money refunded. 


Only $2.00 Postpaid 


J. M. DUNKEL Publishing Co. 
P. ©. Box 892, Sherman Oaks, Calif. 














INVESTING YOUR 
MONEY IN TIMES 
LIKE THESE 


to bring you a safe, generous, 
assured lifetime income 


A free booklet tells you how, under 
a remarkable time-tested Annuity 
Plan, you can obtain a safe, gener- 
ous, lifelong income that never 
changes, never fails through good 
<=» times or bad—while at the 
same time your money 
face *' I helps in the vital work of 
Y distributing the Bible 
throughout the world. 
For full details, send 
coupon today. 








u 


—_—— — 
AMERICAN BIBLE SOCIETY 
450 Park Avenue, New York 22, N. Y. 


Please send me, without obligation, your 
booklet F-71 entitled ‘‘A Gift That Lives.”’ 
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STOCK ANALYSIS 


by HEINZ H. BIEL 


The Stock Market in 1957 


Forecasts for the year just ended 
turned out to be remarkably accurate. 
As had been predicted, the American 
economy did rise to record heights. 
Despite declines in several important 
industries, industrial production, em- 
ployment, national income and vir- 
tually every other yardstick by which 
we measure prosperity recorded gains 
over 1955. Largely responsible for 
this good showing was the continuing 
rise of business spending for plants 
and equipment, which increased by a 
whopping 22% over the preceding 
year to the almost incredible total of 
$35 billion. 

However, although year-to-year 
gains were considerable, the improve- 
ment over the high level reached in 
the fourth quarter of 1955 was only 
modest, and if adequate allowance is 
made for the rise in prices, the actual 
growth of the economy since the end 
of 1955 barely kept pace with the 
normal secular growth trend. This is 
the main reason, of course, why the 
stock market on an over-all basis 
made only little, if any, progress dur- 
ing the past year. It will be recalled 
that stock prices had already reached 
a level at which current as well as 
future earnings had been appraised 
quite liberally. Hence, unless sup- 
ported by at least a proportionate in- 


crease in corporate 

profits, or profit 

prospects, any fur- 

ther major market 

advance would 

have been purely 

speculative, and 

therefore danger- 

ous. Actually, net corporate profits 
after taxes for 1956 will be just about 
unchanged from the preceding year; 
and the increase in dividends, refiect- 
ing a more liberal payout rate, was 
hardly sufficient to compensate for 
the steep rise in interest rates. 

The business picture has _ not 
changed materially from a year ago. 
An economy which is operating so 
close to the limits «{ its capacity— 
whether it be in manpower, plant fa- 
cilities or financial resources—cannot 
possibly be expected to expand at a 
spectacular rate. If it can keep grow- 
ing at a moderate pace of 3% to 4% a 
year, it will do well, and this seems 
to be the most likely prospect for 
1957. The generally highly satisfac- 
tory state of Amevican business which 
is reflected in published statistical 
data was fully confirmed during a 
recent cross country trip when the 
writer had an opportunity personally 
to discuss conditions and the outlook 
with bankers and businessmen. 
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cumulation plans. The year ended 
with some 173,000 or so of these in- 
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will be somewhat different. 
tomobile 


The au- 


In several respects, of course, 1957 | 


industry, for example, is | 


probably headed for a much better | 


year, as new car inventories are low 
and the reception of the new models 
is excellent. Residential construction, 
on the other hand, is still feeling the 
pinch of tight mortgage credit condi- 
tions. A further decline in new hous- 
ing starts is the general expectation, 
although dollarwise the drop should 
not be severe. It will be largely off- 
set by higher expenditures for re- 
modelling and repairs and by con- 
tinued large outlays for industrial, 
commercial and public construction. 

The boom in plant and equipment 
spending appears to be tapering off. 
Instead of a year-to-year gain of well 
over 20% in 1956, this year’s increase 
is estimated at about 10%. This grad- 
ual slowing down in the rise of capi- 
tal expenditures should tend to lessen 
the present exceedingly intense de- 
mand for credit and long-term capital, 
which from almost any point of view 
is desirable at this time. 


The stock market which has had 
several shaky periods during the past 
year regained its composure last 
month when tax selling abated and 
the excitement over the Suez situa- 
tion calmed down. Reflecting the 
stable level of corporate earnings, the 
market’s performance since the end 
of last year was pretty much of a 
stand-off. For the coming year the 
outlook is about the same. Some in- 
dustries will be able to show some 
improvement in profits, but by and 
large such gains will be of modest 
proportions. It is quite improbable, 
therefore, that the market will “go 
through the roof” in the foreseeable 


future, and by comparison with the | 


large advances recorded in 1953, 1954 
and 1955 it will be a rather tame af- 
fair. 

Although common stocks are still 
confronted with the keen competition 
presented by the high yields obtain- 
able on other investment media, es- 
pecially tax-exempt bonds, this factor 
applies to the income-type group of 
stocks rather than to the more dy- 
namic issues where the prospect of 
future earnings growth, not current 
yield, is the principal attraction. In 


general, the investment climate should | 


be good and results satisfactory. Nat- 
urally, this does not preclude occa- 
sional upsets which may be caused by 
any kind of event—economic or po- 


litical—which cannot possibly be pre- | 


dicted in advance. 


Much has been said about the great 
selectivity which has characterized 
the stock market for the past several 
years and makes this “bull market,” 


(CONTINUED ON PAGE 166) 
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Know a Stock’s Record 


RESERVE YOUR COPY NOW 
Investor’s 1945-1955 Stock Record 


For Comparing Each Stock’s Present 
Position with Past Performance 


More Than 1,000 NYSE Stock 
Records 1945-1955 


Each Year’s Stock Splits 


Each Year’s Price Range 


Each Year’s Earnings 


and Dividends 


The quickest way to judge the present status of stocks you own or consider 
buying is to compare with their performance of past years. FINANCIAL 
WORLD’s new LI-YEAR STOCK RECORD of NYSE Stocks, 1945-1955, 
tells you instantly the Year-by-Year Price Range, Earnings Per Share, 
Dividends Paid, and Stock Splits for each of 1,079 active stocks on New York 
Stock Exchange. You simply can’t compare current status with past performance 
unless you know earnings and dividend records of previous years; and you can’t 


compare current prices with former prices unless you know about hundreds of 
stoc’ lits over a period of years. Prepared by the trained staff of FINANCIAL 
WORLD, which for more than 54 years has ) omy supplying the business and 


financial information busy investors should have in order to invest surplus 
funds more wisely, more profitably. 
Nowhere else can = nd more 
EACH STOCK’S PER-SHARE RECO 
scribed above, essential facts and figures 
resent position with past performance 
uying. 
Return “ad” today with $1.50 Check for your copy of INVESTOR’ s 1945-1955 
STOCK RECORD. Or send $12 for 6-months’ trial subscription for FINANCIAL 
WORLD and receive at no further cost coming Investor's 1945-1955 STOCK 
RECORD, plus current $5 Annual “STOCK FACTOGRAPH”’ MANUAL for judg- 
ing stock values, in addition to 26 weekly copies of FINANCIAL WOR and 
6 monthly copies of ‘Independent APPRAISALS” containing DIGEST of NEW 
Corporation rts and TINGS on 1,393 to 1,870 listed stocks. 


WHAT A $20 SUBSCRIPTION TO FINANCIAL WORLD BRINGS 
.. (1) 52 weekly copies of FINANCIAL WORLD, to keep you better in- 
formed. 


. (2) 12 monthly “Independent APPRAISALS” of Listed Stocks. 
. (3) The privilege of consulting our Investment Advice Bureau by letter. 
- (4) One current Annual $5 “Stock Factograph’’ Manual (42nd Edition). 


FINANCIAL WORLD 


54 Years of Service to Investors 
86-FB Trinity Place New York 6, N. Y. 


uickly, more easily, or at lower cost, 

OF 11-YEAR PERFORMANCE de- 
ou as an investor require to compare 
each NYSE stock you own or consider 





DON’T MAKE ANOTHER TRADE 


UNTIL YOU HAVE READ 
“How to Trade Commodities for Profit” 


The “EXPERT” knows and the novice will soon learn the need for guidance and know-how 
in commodities. 


mang the important subjects covered in our new book “HOW TO TRADE COMMODITIES 

FOR PROFIT” are: 

@ An explanation of what causes Commodity @ How you will know when Buyers cre in 
Price Trends; command and the Trend is Up; 

@ How the market may be measured to de- @ How you will know when Sellers cre 
termine the trend prices; s and the Trend is Down; 

You will enjoy the background material about the Commodity Market . . . what makes it tick, 


and its part in our econom 


A twenty-two year study of Buying and Selling in the Dow Jones Commodity Futures Index, 
complete with charts and commen 


Space does not permit complete elaboration of the wealth of information contained in this book, 
but you will be interested to know it explains how you may adapt commodity trading to your 


investment program. 
Send $1.00 for copy today and we also send you with no other charge a month's trial of 
our Basic Weekly Commodity ice, ond our profit record for wheat and soybeons for the 


past 3¥2 yeors. = =§ MARKET RESEARCH ASSOCIATES 
108 South Los Robles, Pasadena, California 
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Investing in Common 


Stocks for Income 


throu 
National Stock Series 


a mutual fund, the primary ob- 
jective of which is to provide an 
investment in a diversified group 
of common stocks selected be- 
cause of their relatively high 
current yield and reasonable ex- 
pectance of its continuance with 
regard to the risk involved. 
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Send information folder and prospectus. 
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City _State — 

National Securities & 

Research Corporation 
Established 1930 

120 Broadway, New York 5, New York 
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T. ROWE PRICE 


| GROWTH STOCK FUND, INC. 


OBJECTIVE: Long term growth of 


principal and income. 


OFFERING PRICE: Net asset value 


per share. There is no sales 


load or commission. 


Prospectus on request 


Dept. B 
10 Light Street 


Baltimore 2, Md. 
























































































WISCONSIN FUND, 


INC. 


ORGANIZED IN 1924 


A MUTUAL FUND 


- A prospectus describing the Fund 
and its shares may be obtained from 
your investment dealer, or write, 


General Distributor 
- Edgar, Ricker & Co. 


207 East Michigan Street 
Milwaukee 2, Wisconsin 


ACCOUNTS 


INSURED TO 410,000 


Get our FREE LIST of 
Federal INSURED 
Savings Associations 
paying up to 4% 
current dividend. 
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Members: Phila.-Balto. Stock Ex. 
1516 Locust St., Phila. 2, Pa. 


ALBERT J. CAPLAN & CO. 
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THE FUNDS 


THE BALANCE SHEET: 1956 
How did the mutual fund business 
fare in 1956? Very well indeed. In 
fact it went a long way toward con- 
founding those Wall Streeters who 
have predicted that the mutual funds, 
which have trebled their assets in 
just five years, would run out of 
steam when the stock market stopped 
going straight up. 

By this reasoning, 1956 should have 
been disappeinting for the fundmen. 
It was hardly an all-out bull year for 
the stock market. As measured by 
the Dow-Jones Industrials, stocks 
ended the year roughly at the same 
spot they started. Many individual 
stocks went down so fast that brokers 
were doing a merry year-end busi- 
ness stimulating “tax loss” switches. 

Yet fundmen continued to set new 
records. Month in and month out, 
the industry’s sales force wrote an 
average of $5 million worth of orders 
every working day.* Net sales (i.e. 
the value of new shares sold less 
those cashed in) hit the high level 
of $919 million. The score: $1,348 
million in sales, $429 million in re- 
demptions. 

Thus the 135 member funds of the 
National Association of Investment 
Companies closed their 1956 books on 
net assets within a shade of $9 billion, 
a solid $1.2 billion increase over 1955. 

Even more impressive than this 


14% increase in assets were the 
funds’ lengthening stockholder ros- 
ters. Standing just short of the 2.5 


million mark as the year ended, the 
rosters had thus grown by nearly 20% 
during the year—half again as fast as 
dollar assets. 

One reason that mutual fund share- 
holder lists are growing faster than 
assets is simply this: salesmen are 
lining up increasing numbers of ac- 

*By way of Ganperoon. daily average sales 
on the New York Stock Exchange in 1956 


were $110 million, on the American Stock Ex- 
change $10 million. 


—— GROWTH RECORD —— 








Here is the amazing post-World 
War II growth record of the mutual 
fund industry. 

Net 
Year Ending Assets Number of 

Dec. 31 (in millions) | Stockholdings 

1956 $8,950* 2,494,000* 

1955 7,837 2,085,000 

1954 6,109 1,704,000 

1953 4,146 1,537,000 

1952 3,931 1,359,000 

1951 3,130 1,110,000 

1950 2,531 939,000 

1949 1,974 842,000 

1948 1,506 722,000 

1947 1,409 673,000 

1946 1,311 580,000 
*estimated 


cumulation plans. The year ended 
with some 173,000 or so of these in- 
vest-as-you-go plans on the books, 
a big jump from 1955’s 115,000. Ac- 
cumulation plans tend to start off 
with relatively small amounts of 
money, but as the years pass they 
can make a real contribution to a 
fund’s size and importance. 

For all this growth, however, the 
mutual funds have far from saturated 
the market. The National Association 
of Investment Companies estimates 
that duplications are represented by 
nearly half of the 2.5 million mutual 
fund shareholder accounts—that is 
people who own shares in more than 
one fund. Eliminating these, the total 
number of actual mutual fund inves- 
tors drops to a probable 1.3 million 
individuals. 





— IVY TOWER INVESTING ye 
Market Value 

College or jowment % Invested in 
University (millions) Common Stocks 
Amherst $35.0 58 
Cornell 101.8 49 
Dartmouth 54.2 59 
Harvard 479.0 60 

M.L.T. 129.0 54 
N.Y.U. 36.0 56 
Oberlin 51.4 63 
Princeton 119.3 59 
Stanford 61.3 65 
Tulane 37.9 47 
Rochester 119.5 59 
Vanderbilt 54.1 55 

Yale 239.0 55 

















That means that hardly one USS. 
family in 40 has been sold on mutual 
funds. In other words, the salesmen 
have penetrated only the fringes of 
the market. They still have quite a 
way to go. Some day 1956’s $9 billion 
may seem as small to them as 1946's 
$1.3 billion does today. Unless, that 
is, mutual funders spoil the market 
themselves by too much high pressure 
salesmanship or too little imagina- 
tion. 


CAP & GOWN INVESTORS 
One thing about mutual fund sales- 
men. They are nothing if not ingen- 
ious at looking around for new cus- 
tomers. Last month, for example, 
they discovered they have made 
barely a dent in the area of college 
and school endowment investment. A 
year ago the New York Stock Ex- 
change in its survey of shareowners 
calculated that educational institu- 
tions had invested the big sum of 
$3.6 billion in stocks. The survey has 
not yet been repeated, but the figure 
undoubtedly grew this year despite 
the fact that many endowment man- 
agers were laying more stress on 
fixed-income investments towards 
year-end. 

But of the $3.6 billion or more the 
schools had invested in stocks, only 
about $20 million, or a little over % 
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of 1%, had been invested via mutual 
funds. That really made fund sales 
managers sit up and take notice. Even 
the endowment customers have turned 
out to be small. Out of over 1,000 
accounts in the endowment category, 
the average school investment was 
only about $18,400. 

What makes mutual funders feel 
especially bad is the fact that colleges 
and universities are definitely stock- 
minded as evidenced by some 55%- 





60% of their endowments invested in :| 
stocks. Whether the funds can make | 
really deeper inroads in this market is | 


a moot question: most rich schools 


prefer to hire their own investment | 
counsel. But you can expect mutual | 


funders to try. 
ADDITION & SUBTRACTION 


THe managers of Chicago’s big (as- 


sets $133 million) Television and | 
Electronics Fund made a long and | 
rather interesting list of investment | 


switches in the final quarter of their 


fiscal year ending Oct. 31. Among 
them: 
Bought: American Bosch Arma, 


American Telephone, Beckman In- 
struments, Corning Glass Works, Gen- | 


eral Precision Equipment, Harris- 
Seybold, Glenn L. Martin, Mergen- 
thaler Linotype, Minnesota Mining & 
Mfg., Motorola, National Cash Regis- 
ter, Otis Elevator, Paramount Pic- 
tures. 

Sold were: American Broadcasting- 
Paramount, Babcock & Wilcox, Bell 
& Howell, Bendix Aviation, Boeing, 
Borg-Warner, CBS “A”, Curtiss- 
Wright, Garrett Corp, General Dy- 
namics, General Telephone, Goodyear 
Tire, International Nickel, Lockheed, 
Sperry-Rand, United Aircraft, West- 
ern Union. 

Incorporated Investors bought: Brit- 
ish Aluminium, Caterpillar Tractor, 
Halliburton Oil Well, Island Creek 
Coal, Koppers Company, Long-Bell 
Lumber, New Jersey Zinc, North 
American Coal, Pittston Company, 
Pocahontas Fuel, Truax-Traer Coal, 
West Kentucky Coal. It sold: CBS 
“A,” Denver & Rio Grand Western, 
Gillette, International Paper, Royalite 
Oil, Sprague Electric. 

Income Fund of Boston bought: Allis 
Chalmers, American Smelting & Re- 
fining, American Viscose, Atchison, 
Bond Stores, Bridgeport Brass, Deere 
& Company, Eastern Utilities, Great 
Northern, Macy, Marshall Field, New 
England Telephone & Telegraph, 
Niagra Mohawk, Reynolds Tobacco, 
Sharon Steel, Union Pacific, United 
Fruit. It sold: Eaton Manufacturing, 
General Fireproofing, General Mo- 
tors, H. L. Green, Island Creek Coal, 
Master Electric, McCrory Stores, Mc- 
Lellan Stores, Rheem Manufacturing, 
Sunray Mid-Continent Oil. 
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HOW TO 


INCOME and 
INCREASE YOUR “20hE 2 


EVEN IF THE STOCK MARKET DECLINES! 


There seldom has been a more favorable opportunity to do so! 
With increasing money rates and a tense world-wide situation 
hovering over the stock market, caution has become the watch 
word in the security industry. AT THE SAME TIME, ONE OF 
THE MOST PROFITABLE AND SAFEST INVESTMENT OP- 
PORTUNITIES HAS BEEN CREATED. 

For those who act promptly, here is an opportunity to sub- 
stantially increase SPENDABLE INCOME with securities wo 
good marketability and promising PROFITS even if the stoc 
market declines. THIS OPPORTUNITY MAY 
PEATED. 

For investors in the middle and upper tax brackets who want 
to increase their KEEPABLE income with safety, this is an 
opportunity that should not be overlooked. Here are attractively 
priced securities for excellent REPLACEMENTS for overpriced 
stocks being held for income. 

Write a for FREE INFORMATION as to how Babson 
clients are capitalizing on this RARE opportunity. 

BABSON’S REPORTS 


NOT BE RE- 


Dept. F-69, Wellesley Hills 82, Mass. 














Now you can get revealing reports giving 
analysis and opinion on investment bar- 
gains in little-known stocks. 


HOW TO MAKE 


SHREWD SPECULATIONS 


in stocks under $5 


These are 


other services, but yours is one of the best I 
have seen for the small investor.” FREE 


stocks of HIGH-GRADE companies that 
are well managed, have good earnings 
prospects, yet are overlooked by the aver- 
age investor. ... We specialize in selecting 
these stocks selling under $5. A. J. G. of 
Westport, Conn., writes: “I now take 4 


TRIAL OFFER: No obligation. Just send 
name and address on a postcard—or mail 
coupon below for a full month’s trial sub- 
scription. See for yourself how you may 
benefit from “hidden” stocks that may 
show unusual profits on just a small in- 
vestment. 
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: Selected Securities Research, Dept. F-45, Seaford, New York 


| Please send me your Name............. 
; SSR reports for 1 I. oo nce been 
s month’s FREE trial. 
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State 
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INVESTORS RESEARCH COMPANY * 
*originators of the copyrighted PRIMARY TREND INDEX 








send today 





for 1957 avpress 
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Start Right for 1957 with a Plan! 


Send for our Year-End Summary of 1956 
and an Investment Plan for 1957—Only $2 


You also will receive a full five week trial subscription to the complete Investors Research 
services. Did your investments show an increase of 35% in 1956? Start right, for 1957— 


----=-USE THIS COUPON—SEND $2 TODAY (F-24)----- 
INVESTORS RESEARCH CO., 922 Laguna St., Santa Barbara, Calif. 


Enclosed is $2 for 1956 year-end summary and an investment plan for 
1957, plus the 5-week trial subscription. 


(please print) 
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sun-spots and commercial crises, in- 
weatnra had heen seeking a method of 
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TRANQUIL TRINITY CHURCHYARD: Wall Street’s Historic Dow Theory Once Slumbered Peacefully Nearby 


THE E. GEORGE SCHAEFER STORY: PART Il 


HOW SCHAEFER’S SURPRISING 


FORECASTS STARTED WALL 


STREET’S NEW DOW THEORY 


REVOLUTION 


Prominent Market Prognosticator Reveals Techniques 
Which Revived Classic Theory and Brought Him Fame 


Ask anybody on Wall Street today 
about Dow Theorist E. George 
Schaefer and you are likely to be met 
with a sheepish grin. For Schaefer, 
who in 1949 forecast history’s greatest 
boom in stocks, credits his astonishing 
prediction of the turn to a modernized 
version of the same Dow Theory 
which many a stock market pro had 
laid peacefully to rest but a few years 
before. 

In his spectacular rise to fame, 
Schaefer has been considered as some- 
thing of an enigma among the nation’s 
top stock market forecasters. This is 
because most of the experts who pre- 
dict the booms and busts are singu- 
larly silent about the techniques they 
employ and prefer to enshroud their 
methods in mystery — particularly 
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Advertisement 


when these methods are being crowned 
with success. But Schaefer, who calls 
his advisory service The Dow Theory 
Trader, is not a man bound by the 
coils of custom. From the time, 24 
years ago, when he first undertook his 
intensive study to restore to effective- 
ness the historic Dow concept of price 
trends, Schaefer has clearly explained 
to his followers exactly how he reaches 
his conclusions and impressive results. 
In more recent years these methods 
have been fully disclosed in two books 
and in his meaty, unhedged letters to 
clients. 

Schaefer is, of course, by no means 
the first successful forecaster to di- 
vulge his techniques to the investment 
public. Jesse Livermore, one of the 
stock market’s most legendary oper- 





ators—who reputedly swelled a $7000 
nest egg into a tidy $70 million paper 
profit—once wrote a book describing 
his amazing Point method for pyra- 
miding gains. But Livermore, like 
others whose money making formulas 
were clicking like clockwork during 
the 1920s, waited until the nation’s 
high tax structure had made such 
methods impractical before publish- 
ing his book in 1940. 

Today, in addition to contributing 
greater cohesion to Dow Theory in- 
terpretation, Schaefer appears to have 
successfully surmounted one of the 
major tax obstacles which had once 
tripped many an active short term 
trader like Livermore. By pointing 
his sharp charting pencil toward the 
long term primary trend, and by 
selecting and remaining fully invested 
in a diversified group of growth stocks 
for the Jong pull (and presumably for 
fatter capital gains), Schaefer has 
built an impressive record of profits 
for both himself and many of his fol- 
lowers. Telling evidence of these re- 
sults may be seen in his two Model 
Accounts illustrated on page 159. 

His employment of the long term 
technique probably accounts for one of 
the outstanding differences between 
Schaefer and some of the big traders 
of the ’twenties, who seem to have 
had an addiction to costly in-and-out 
transactions. During a primary bullish 
trend, such as the market has been 
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Advertisement 
experiencing since 1949, the Dow 
Theory Trader does not try to nail 
down elusive short-term or interme- 
diate moves to take profits. Instead, 
he uses downward reactions to pur- 
chase more stocks, thereby strength- 
ening his position for riding the 
remainder of the trend. 

As a result of Schaefer’s timely and 
widely publicized “turn of the tide”’ 
forecasts in 1949 and 1952, many in- 
vestors have leaned to the view that 
he is an incurable optimist. The an- 
swer to this is clearly documented in 
a recent market letter to clients, 
which says in Schaefer’s colorful, un- 
hedged prose, “‘ under my Dow Theory 
interpretation, the primary trend is 
quite likely to spend itself in about 
12 to 15 months,” but not until “an 
explosive speculative upsurge takes 
place which will carry with it most 
low-priced stocks and just about 
everything else including the kitchen 
sink.”” He adds, however, that many 
investors will not be around to trap 
the full rewards, “‘for as in the past, 
they will have been scared out too 
early by misleading interim reactions.”’ 

Like other Dow disciples William 
Peter Hamilton, late editor of the 
Wall Street Journal and the brilliant 
invalid, Robert Rhea, Schaefer’s fore- 
casts are based on Charles H. Dow’s 
theory that “‘ beneath the fluctuations 
in individual stocks, there is present 
at all times a trend of the market as 
a whole.” 


How the Dow Theory Began 

The idea that price cycles existed 
was not entirely a strange one when 
Dow’s concept first saw the light of 
day. From the early 1870’s, when 
English economist William Jevons 
first pontificated a parallel between 
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the New York Stock Exchange and interpreted 
his “20 Stock Average’’ to clients in market 
letters such as the one above, written in 1886. 
Schaefer’s weekly Dow Theory Trader letter to 
investors (below) offers telling evidence of how 
Dow’s classic forecasting concepts have with- 
stood the test of time. 
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sun-spots and commercial crises, in- 
vestors had been seeking a method of 
forecasting the stock market. While 
others, too, had recognized the exist- 
ence of price movements, it remained 
for Dow to first analyze them. But it 
wasn’t until almost 30 years later, 
when he advanced his remarkable, 
self adjusting system for reading stock 
market trends, that investors were 
rewarded with a practical technique 
to guide them. 


A man of rare insight, with years 
of Wall Street experience behind him, 
Charles Dow needed no planetarium 
to probe outer space for the market’s 
primary trend. Instead of sun-spots he 
developed separate industrial and rail 
averages, because he believed in the 
barometric nature of stock prices as 
sound indicators of business conditions. 


Tall, and full bearded at 29, Dow 
was already an experienced news- 
paperman when he left Providence, 
Rhode Island for New York City in 
1880 to join the staff of a news agency 
in the financial district. Within two 
years he had stepped out with another 
reporter, Edward D. Jones, to estab- 
lish a partnership which was later to 
publish the Wall Street Journal and 
become the largest financial news- 
gathering organization in the 
world. 


Dow’s experience was by no means 
limited to financial reporting, for in 
1886 he became a partner of Robert 
Goodbody, founder of the New York 
Stock Exchange firm bearing his name 
and familiar to many investors today. 
Dow bought a seat and for some years 
executed orders for Goodbody, Glyn 
and Dow, as the firm was then called. 
It was-during this time that he gained 

(Continued on next page) 
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DOW’S OCEAN ANALOGY: Beneath the Market’s Waves and Ripples Runs the Surging Tide. 


a valuable background for building 
his concept of price relationships. 
Dow’s original ‘‘20 Stock Average’”’ 
was expanded into two groups and 
published in the Wall Street Journal 
in 1897. They consisted of daily 
price averages of 12 representative 
industrial stocks and 20 railroad issues. 
Dow’s actual interpretations, using 
the averages, were largely written in 
1901-02, and these are the articles in 
which most investors have been in- 
terested and in which seasoned traders 
have found a reasonably sound mar- 
ket procedure which became more 
and more helpful to them as a guide 
in their stock market operations. As 
time progressed, the basic principles 
as set forth by Dow became accepted 
and known as the Dow Theory. Since 
his articles were first published, per- 
haps more than a million investors 
have become acquainted with the 
Theory. Some have only heard of it 
and know very little about its appli- 
cation. But others have become keen 
students, spending many years in 
making a careful and continuous 
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course. Since ‘1921, winnie bull 
trends have run from 4 to 8 years, 


study of all its ramifications. While 
some in the past have sold the Theory 
short, most professionals admit that 
the very fact that the principles of 
Charles H. Dow have been kept alive 
for nearly sixty years, with a con- 
tinued interest among so many in- 
vestors, speaks well for its worth as 
a guide in the market. 

In the period from 1897 to 1938, the 
continued and growing interest in the 
Dow Theory was largely due to the 
efforts of analysts to improve the use 
of this classical measurement of prices. 
Among those who contributed greatly 
to the development of Dow’s Theory 
during its early history was the man 
who later succeeded him as editor of 
the Journal, William Peter Hamilton. 
Associated with Dow as a young re- 
porter, Hamilton contributed what 
are known as the “implications” of 
the Theory. Viewing it as a barometer 
of business, he described the Theory 
as forecasting its own probable pri- 
mary trend. His skill in reading this 
barometer, and his reasons for calling 
future market moves were succinctly 
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expressed in periodic editorials en- 
titled ‘‘ The Price Movement.”’ During 
his years as editor, Hamilton estab- 
lished a great name for the Dow 
Theory. Schaefer says that in the 
period from 1921 through 1929 
Hamilton judged the primary trend 
correctly at least 85% of the time. 
Few forecasters can claim infalli- 
bility, and Hamilton made mistakes 
too. Perhaps his most widely remem- 
bered miscalculation appeared in 1926 
and is used today by some writers to 
discredit forecasting in extenso. Com- 
menting that both the railroad and in- 
dustrial averages had made a “double 
top’”’ (Dowlanguage for bearish move 
ahead), Hamilton wrote, on March 8, 
1926: “‘ What seems sufficiently clear 
is that the major tendency of the 
market for an indefinite time will be 
downwards ...’’. What many a Dow 
skeptic has failed to remember, how- 
ever, is that he missed little of the 
move and six months later, when he 
believed the averages clearly showed 
the 1921-29 bull market was going to 
resume and continue higher, cour- 
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ageously reversed his stand, turned 
quickly bullish, and for this reason 
his followers gathered in some enor- 
mous profits during the remainder of 
that great bull market. 


Hamilton Calls Turn of the Tide 


The most famous Hamilton article 
of all appeared on October 25, 1929— 
a few days before stocks came cas- 
cading down in the most shattering 
crash in all market history. In a 
column called “The Turn of The 
Tide,”’ Hamilton said: 

**On the late Charles H. Dow’s 
well known method of reading 
the stock market movement from 
the Dow-Jones averages, the 
twenty railroad stocks on Wed- 
nesday, October 23 confirmed a 
bearish indication given by the 
industrials two days before. To- 
gether the averages gave the 
signal for a bear market in stocks 
after a major bull market with 
the unprecedented duration of 
almost six years.” 

In less than six weeks after this 
incredible forecast, the great editor of 
the Wall Street Journal was dead, 

Following Hamilton, and until fail- 
ing health cut short his own career as 
an analyst in 1938, the most forceful 
exponent of the Dow Theory was 
Robert Rhea. Rhea was particularly 
interested in the importance and inter- 
play of the price averages. It was from 
his studies of the averages that he 
contributed many useful methods for 
determining when important market 
turns might take place. Rhea used to 
whimsically attribute the fact that 
he bought stocks at the beginning of 
the bull market in 1921, and sold in 
late 1928, before it ended, to “‘either 
the Dow Theory or just plain luck.”’ 
He also accredited ‘“‘the Dow Theory 
or luck’’ to the short position he had 
taken during the two years when the 
market was dropping after the crash. 
Rhea’s good fortune apparently held, 
however, for near the lows of 1932 he 
interpreted the Dow Theory as being 
bullish again, advised the purchase of 
stocks and remained bullish on the 
primary trend, according to Schaefer, 
all the way up until the end, which 
came in the fall of 1937. At that time, 
the averages gave an authoritative 
downward ‘“‘zig-zag”’ signal which 
Rhea interpreted as the beginning of 
a new bear trend. This interpretation 
proved to be correct and the market 
went into a major decline thereafter. 

Under the skillful guidance of 
Hamilton and Rhea, the Dow Theory 
had proved itself right at each of the 
major turning points in 1921, 1929, 
1933 and 1937. They not only guided 
many confused investors through the 
labyrinths of misinterpretation 
abounding in Wall Street, but con- 
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temporized the Theory by molding 
and shaping it to the expanding mar- 
ket for stocks which had developed 
since Dow’s time. 

Their efforts also led to the up- 
dating of the D-J averages in 1929 
to form the same breakdown of 30 
industrials, 20 railroads and 15 util- 
ities which exist today. 

Dow and his followers have often 
stated that the Theory is not an in- 
fallible one. As if to prove their point 
beyond any doubt, in the period 
ranging roughly from 1938 until 1949, 
when Schaefer first started publishing 
his Dow Theory Trader service, it 
became popular for many investors to 
read through an out-of-date book on 
the subject and then attempt to fore- 
cast price trends themselves. 

This do-it-yourself phase ended 
abruptly after many were virtually 
wiped out by the“ whipsawing”’ move- 
ments in the market in 1938-41 and 
again in 1946-49, and as a result, 
more than one chastened trader who 
thought he could learn in a few hours 
what others had taken a lifetime to 
study, picked up his chart and in- 
continently discarded the time-tested 
Theory. By 1949, reminisced one elo- 
quent old trader, there were almost 
as many interpretations of Dow’s fore- 
casting method as there were Dow 
Theory dilettantes trifling with its 
intricate ramifications. 

It was in this climate of confused 
clairvoyancy that Schaefer, after al- 
most two decades of arduous and in- 
tensive research, announced he would 
publish a market advisory service 
combining the results of his own re- 
search and technical studies with 
Dow’s doctrines in a modernized ver- 
sion of the stock market’s most classi- 
cal forecasting technique. Coming, as 
it did, in the wake of an era of mass 
confusion and misunderstanding in 
the application of the Dow Theory, it 
was not surprising that Schaefer’s 
announcement created something less 
than a stir among a dispirited crowd 
of Wall Street investors, many of 
whom had already relegated the 
*“Dow” to another realm and were 
already jangling their pinched pocket- 
books in the direction of more fashion- 
able forecasting methods. 


Schaefer's Modern Interpretation 


In introducing his new service, 
Schaefer correctly timed its original 
publication date to a particularly be- 
wildering, but highly profitable period 
for investors who would follow his 
interpretations. When the industrial 
average was hovering in the low 160’s 
in the sluggish summer market of 
1949, and, according to most services 
and many a Dow Theorist, was 
gaining momentum for another bear 


decline, Schaefer’s technical studies 
(Continued on next page) 
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were revealing a new and startlingly 
different picture. He sawin them a 
strong technical support area and 
believed a base level had been formed, 
from which a major bull market was 
being born. In his now famous “‘ turn- 
ing point” letter to clients on June 
18, 1949, he urged them to get fully 
invested in a diversified group of 
investment and growth stocks and 
hold tight for a long term primary 
move upward. 


Schaefer’s uncanny knack for pene- 
trating the core of the elusive Dow 
Theory did not come about fortuit- 
ously. From the time he received his 
two degrees in engineering from the 
University of Illinois in 1930 and 
1932, Schaefer had been gathering 
important information and applying 
scientific slide rule techniques to his 
charts and technical studies. During 
his long stretch with a prominent 
brokerage house and bank, he drew 
from a wide research experience and 
knowledge of economics, plus his in- 
tensive studies in mass psychology, to 
probe the problems which had beset 
investors who had tried in vain to 
interpret the Theory themselves. He 
discovered that too many were plac- 
ing too much emphasis on a single 
and grossly overemphasized feature, 
rather than on the complete picture, 
and on going astray, blamed the 
Theory for their miscalculations and 
losses. Almost no one had bothered 
to look up or study the original work 
of Dow. A major weakness, he points 
out, was the high degree of impor- 
tance being placed on the averages, 
which, in effect, are only a record of 
past history from the moment they 
are computed and published. To 
Schaefer, the pattern of the averages 
represents only about 10% of the 
total Theory, and their plotting should 
not be relied upon to predict the 
future trend. He says that “‘ while the 
averages are valuable in judging the 
direction of the major trend over 
long periods of time, Dow himself 
never relied upon the averages alone 
for his predictions as many present 
day Dow Theorists attempt to do. 
Dow’s philosophy on investing in 
stocks placed more emphasis on 
Values, Growth, Earnings, Mass Psy- 
chology, Economics and in buying at 
a time when the long-term trend in 
the averages was in the early begin- 
nings of a potential major primary 
up-move. Most important of all, 
Dow’s writings stressed that the 
people who made the most money in 
stocks were generally those who stayed 
fully invested in harmony with the 
market’s long-term primary trend 
over long periods of time, often stay- 
ing fully invested in the same stocks 
for years.” 

As Dow had humanized financial 
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A Look At The Record: 


Market letters tell the Schaefer Success Story 
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news in his day—he had been among 
the first newspapermen to publish 
direct quotes from such tycoons as 
Hill, Harriman and Morgan: an un- 
heard of practice at the time—Schae- 
fer set about to humanize Dow, to 
improve the application of his concepts 
in modern markets, and to spread a 
better understanding of his intricate 
Theory through his clear, readable 
weekly market letters. 

Educational and interpretive in 
content, Schaefer’s letters attempt to 
explain his technical research, obser- 
vations, and opinions of how the 
theory can be most profitably applied 
as the market runs its course. In 
his interpretation of the Theory he 
uses seven time-tested technical ap- 
proaches to explore existing conditions 


in 1952 that the 


below the surface of the market. 
These are his 200-Day Investment 
Line, Dow’s 50% concept, the Yield 
Cycle, Short-Interest Volume Ratio, 
Odd-Lot Index, Three-Phase Studies 
and Consensus Opinion. These studies, 
says Schaefer, are extremely helpful 
in predicting what the market may 
do in advance, and have been used 
successfully time and time again since 
the lows of 1949. 

Schaefer has published the results 
of this research in “‘Investment Pro- 
cedure” and “‘ Technical Studies,”’ his 
two widely recognized and authorita- 
tive books on the Dow Theory. In 
them he has developed, step by step, 
the factors that have affected stock 
prices during the present bull market, 
and describes how his modern inter- 
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pretation of the “‘Dow’’ can be most 
effectively applied to guide investors 
in today’s changing economy. Lauded 
by both professional and private in- 
vestors, these books show how certain 
forecasting methods can identify the 
factors that cause market declines as 
well as rises. 


Success Revealed in Model 
Accounts 


Perhaps the most popular features 
of Schaefer’s service are his two 
unique Model Accounts. Started in 
1949, with $50,000 in each, and illus- 
trated each week, to build confidence 
among his subscribers, so they too 
could take advantage of the “in- 
credible bull market”’ which he fore- 
saw, one account represents a diversi- 
fied list of investment quality stocks 
and the other a group of frankly 
speculative issues. Perhaps the most 
eloquent example of the success of 
Schaefer’s interpretation are the re- 
sults he has gained in these accounts. 
The capital of $50,000 in the No. 1 
Investment Account has increased to 
$233,481.14 today, while the same 
amount in the No. 2 Speculative Ac- 
count has grown to $153,672.83. 


While some investors, with the clear 
perspective of hindsight vision, have 
suggested that almost anyone who 
invested in the market in 1949 should 
have obtained fair profits by now, 
many of these were the very same 
people who were hesitant about com- 
miting themselves at that time and 
during the several other periods of 
market uncertainty and reaction dur- 
ing the past seven years. 


Schaefer’s outstanding investment 
record has been achieved only because 
he has steadfastly advocated a fully 
invested position in diversified growth 
stocks in tune with the primary bull 
trend. Throughout this period, he has 
consistently advised further purchases 
whenever reactions provided buying 
opportunities. 

“This lone-wolf approach, among 
advisory services,” Schaefer candidly 
admits, “‘has given me plenty of un- 
comfortable moments, even with a 
number of my long-term subscribers. 
However, it is unfortunately true that 
emotional influences, such as we have 
witnessed on 5 severe reactions back 
in 1955 and on 4 occasions during 
1956, still plague about 85% of all 
investors. They continue to buy in 
the hope of quick profits on a short- 
term bullish flurry and sell through 
fear on a short-term bearish trend— 
usually at a loss.”’ 


Schaefer’s unusual grasp of how to 
interpret the Dow Theory is perhaps 
best illustrated by the “Look at the 
Record”’ box on the preceding page. 


How Customers Get Accustomed 
to Yachts 


It seems needless to add that most 
of those who stepped into the market 
with Schaefer at the start remain with 
him today. The majority of those who 
have invested at the time Schaefer 
added stock to his own model ac- 
counts have found long-term primary 


MODERN-DAY DOW THEORIST: 


Schaefer seasons his forecasts 
with news 


trend investing a distinctly pleasur- 
able pursuit. Documenting one actual 
case history in his September 15, 1956 
market letter, Schaefer reprinted, in 
its entirety, a direct quote from a 
client who in 1953 had come to him 
with a market loss of approximately 
$65,000. Advised at the time to hold 
for profits which Schaefer estimated 
“would amount to about $600,000 as 
the bull market reached its peak,”’ the 
client wrote: “‘At the present time I 
have a profit of over $730,000—more 
money than I ever expected to make 
in my life. I could take down this 
profit and be very happy. However, 
I have been a constant client of your 
service for a good number of years 
and I have been thoroughly indoctri- 
nated with your thoughts and teach- 
ings. Therefore any thoughts I have 
of selling at the present is well ‘nye’ 
impossible and yet, I feel it would be 
the proper thing to do. When your 
mind is in that state, the pupil must 
always turn to the teacher tor guid- 
ance.”’ 

Further evidence of Schaefer’s un- 
usually successful forecasting tech- 
nique is to be found in the timing of 
his now famous Boom Studies. Sur- 
passing in omniscience even his call 
of the turn in 1949, the first of these 
historic reports, written in November, 
1952, at the 270 level on the D-J 
Industrial Average and called “The 
Coming Boom,” advised: “The odds 
are in favor of your holdings doubling 
in price...Should the yield go as 
low as 3.1%, as it did in 1929, then the 
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industrial average will go to 522, if 
dividends remain the same as now.” 
Following this astonishingly accurate 
forecast, Schaefer’s next study, pub- 
lished 13 months later, again urged 
investors to buy. One on top of an- 
other, new Boom Studies have issued 
from Schaefer’s chart-lined library in 
Indianapolis. “‘Short-Term Decline 
Ahead”’ in August 1954, was followed 
12 weeks later by his reassuring 
“Higher Prices Coming” after the 
buying spot he had foreseen devel- 
oped as a result of “election jitters.” 
By May of 1955, he could, with satis- 
faction, call his new report, “‘The 
Boom Expands.” 

Stepping in again, when the Presi- 
dent’s illness found investor confi- 
dence at an extremely low ebb in Sep- 
tember, 1955, Schaefer’s ‘“‘ Colossal 
Upsurge Ahead’”’ Study was already 
in the mail to assuage the concern of 
his readers and restore emotional equi- 
librium to those tempted to sell. Two 
further Studies, published in 1956, 
were emphatic in stressing the long- 
term potential ahead, as the market 
continued for 12 months, to sway to 
and fro. 

During the past three months, while 
the stock market has been “‘ backing 
and filling,’’ Schaefer might have been 
found almost any night of the week 
plumbing his charts and applying his 
technical knowledge, with increasing 
intensity, to the preparation of his 
eagerly awaited forecast of the 1957 
market. Just off the press a few days 
ago, Schaefer’s newest Boom Study 
correlated with the Dow Theory is 
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Both of the above accounts were started in 1949 
with working capital of $50,000 each. Market Value 
of Investment Account (Dec. 8, 1956) $233,481.14. 
Gain $183,470.27. Market Value of Speculative 
Account (Dec. 8, 1956) $153,672.83. Gain $103,670.10. 
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called ‘‘Explosive Upmove Ap- 
proaches.” In this Report Schaefer 
candidly unveils the reasons why he 
believes a strong technical spring- 
board has developed “‘similar to late 
1927 and early 1928,” and why his 
scientific studies now indicate the 
market will “‘gradually gain strength 
and eventually thrust through to the 
675-725 level on the D-J industrial 
average within the next 18 months.” 
While Schaefer’s Dow Theory 
Trader has grown from a small private 
advisory service in 1949 to within the 
first seven in the country during the 
360 point climb in the industrial aver- 
age since his call of the turn, Schaefer 
is keenly aware of his responsibility 
to those who subscribe to his service 
and follow his recommendations. Ex- 
plaining that most investors will prob- 
ably be scared out of the market by 
deceptive interim reactions in the 
**blow-off” stage of the climb, and will 
fail to gather in the incredible profits 
he foresees, Schaefer adds: “‘As the 
velocity of the next upsurge dim- 
inishes, and disquieting symptoms 
begin to appear, I must be primarily 
concerned with getting my clients out 
of the market in time—even if it turns 
out to be a few months too early.” 
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HAVE YOU READ 


INVESTMENT 
PROCEDURE? 


This unique booklet, written by E. George 
Schaefer, may give you an entirely new 
concept of investing! 

Based on 23 years of Technical Re- 
search correla with the Dow Theory, 
the author’s years of experience with a 
brokerage house and a bank, and his 
invaluable contacts with thousands of 
investors who subscribe to ““The Dow 
Theory Trader”’ service, this booklet re- 
veals many secrets of successful investing. 

“Investment Procedure” is completely 
illustrated with charts, technical studies, 
market letters, examples of model ac- 
count procedure in b model accounts 
during the past 6 years) and Dow 

ry investment discussion. This un- 
usual booklet shows how important 
rofits have been made under the Dow 


Make sure you get a 

y of this valuable 
aid to profitable invest- 
ing. Simply fill in the 
coupon, attach check 
for $5—and mail today! 





SCHAEFER’S 
“The Dow Theory Trader” 
3636 Salem Street - Indianapolis, Indiana 


My check for $5 enclosed. Please send me a 
copy of “Investment Procedure.” 
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HOW YOU MAY /z0fc¢ ede 
n Sabcclous '57 MARKET! 


Just off the press a few days ago, this newest of E. George Schaefer’s aston- 
ishing Boom Market Studies calls another “advance of the tide’’ in the stock 
market after “‘a period during the last half year when the technical position 
has become increasingly stronger.”” Containing the results of 3 solid months 
of intensive research, this report clearly evaluates the conditions which 
Schaefer believes will propel this historic Bull Market, “in an irregular but per- 
sistent upmove, to beyond previous highs, and then upward, “in a rampant 





speculative surge, to the 675-725 level of the Dow Jones industrial average.” 
Written in the same dramatic, unhedged style which Wall Street has come 
to expect from the man who predicted the boom, this report also includes 
Schaefer’s eagerly awaited forecast of the 1957 Stock Market. 

In addition to this new Boom Study, Schaefer has selected “29 Stocks I 
Would Consider for 1957’ to include in a special, low priced trial offer to new 
subscribers. Far from embracing the popular concept of eternal optimism, 
Schaefer sees the next surge in the market as increasing in velocity as it 
reaches its high about 200 points above current levels, and then tipping over 
into a long term slide of bear market proportions, “‘presaged today by a 


» cloud in the sky no bigger than a man’s hand.” 


ForBEs, JANUARY 1, 1957 
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Advertisement 


Accept Special MONEY-BACK Trial Offer... Start to 


Benefit NOW from this Modern 


PROFITS SPEAK LOUDER 
THAN WORDS! 


Claims are one thing—but the f of any service lies in 
its profits! A ique and ounle | feature of our weekly 
service is ‘ormance record of our 2 continuously 
ised 1 accounts (Investment and tive 
. In addition our investment procedure under the 
is fully outlined. This complete accounti 
shows our procedure from 1949 to date. Here are the ac’ 
GAIN records for our accounts (as of 12-8-56) 


«NO. 1 MODEL INVESTMENT ACCOUNT 
(16 diversified investment-grade issues) 
Market Value: $233,481.14 


INDICATED GAIN (profits and reinvested divs.) $183,470.27 
eNO. 2 MODEL SPECULATIVE ACCOUNT 


(32 diversified 
Market Value: $153,672.83 


INDICATED GAIN (profits and reinvested divs.) $103,670.10 
: Both funds were started in 1949 with $50,000 capital each. 


fo 


Unusually Generous Offer to Investors Who 
Want to Make Their Money Grow in 1957! 


To introduce new subscribers to the outstanding record achieved 
by the Dow Theory Trader and to benefit them more fully 
from his valuable new analyses in the light of important current 
market influences and future prospects, an unusually generous 
introductory offer is being made. The complete package of 
the 9 widely discussed bull market studies plus Schaefer’s 
latest study “EXPLOSIVE UPMOVE APPROACHES” and 
his important list of 29 Stocks for 1957 will be included 
FREE of cost to all new 4-week trial subscribers to Schaefer’s 
“The Dow Theory Trader.’”’ These bonus articles include: 
“The Coming Boom,” written in October, 1952, ‘““The Boom 
Begins,” written in November, 1953, “Short-Term Decline 
Ahead,” in August, 1954, “Higher Prices Coming,” issued in 
November, 1954, ‘““The Boom Expands,” issued in May, 1955, 
“Colossal Upsurge Ahead,” prepared in January, 1956 and 
“Colossal Upsurge Begins,”’ written in March, 1956, ‘“‘Fabulous 
Profits Coming”’ and “‘24 Growth Stocks I Like Best for 1957” 
issued in October, 1956. 

These important studies are available from no other source— 
they are not for sale. However, by subscribing now—the com- 
plete offer, including the two current studies and the bonus 
package of 9 Bull Market Studies and forecasts plus 4 full 
weeks of the service are yours for only $3...a 
saving of more than 50% against the regular price of 
the service alone! We urge your prompt action! 


SCHAEFER’S “The Dow Theory Trader” 
Forses, January 1, 1957 


AAW AT Tule RFaann 


12-Point Dow Theory Service 


You don’t risk a penny when you accept our generous 
introductory offer to examine the complete service 
for four full weeks! In addition to the important spe- 
cial reports “Explosive Upmove Approaches” and 
“29 Stocks I Would Consider for 1957” plus this 
bonus package of 9 Boom Studies, you will get a 
er trial subscription to a service that includes 
of the following: 


1. SCHAEFER’S “THE DOW THEORY TRADER”—our weekly mar- 
ket letter providing unhed advice as to investment 
policy, and conclusions er the Dow Theory. 
2. TREND OF THE AVERAGES — vital weekly charts showing im- 
portant investment trends. 
3. SUPERVISED MODEL ACCOUNTS— INVESTMENT AND SPECULATIVE 
GRADES—complete, continuous performance records of 
our two nen = accounts under our Dow Theory invest- 
ment procedure. 
4. COMMENT ON INVESTMENT PROCEDURE—a weekly discussion 
of model account procedure. 
5. SELECTED SITUATIONS — stocks considered best buys. These 
include 5 portfolios: “‘Low Priced S tions,”’ “‘ Bet- 
ter-Quality Investment Group,” “Highly S tive 
Cats & Dogs,” “Selected Growth Situations,” and “‘Se- 
lected Speculative (High-Velocity) Potentials.” 
6. TECHNICAL SUPPLEMENTS—special studies (presented in 
graphic form) correlated with the Dow Theory. 
7. CONSENSUS OPINION—combined near-term trend opinion 
of 15 leading market analysts, plus industry groups and 
individual issues most mentioned and favored. 
8. THE BUSINESS OUTLOOK—an occasional trend survey and 
study on future business. 
9. QUESTIONS AND ANSWERS—important investment ques- 
tions posed by readers are answered periodically. 
10. CASE HISTORY NOTES—a special periodic page giving 
investment thoughts, principles, policies and records o 
subscribers. Our staff analysts’ comments will accom- 
pany each case study. 
11. WASHINGTON NEWSLETTER—an especially written analysis 
of important events taking place in our Nation’s Capital 
with an interpretation of their probable impact on stock 
prices and the securities market. 
12. “SPECIAL SITUATIONS” —periodic reports on special in- 
vestment situations—known to few investors—un- 
earthed by our research activities—earmarked for 
immediate action! 
Fill in the handy coupon below, attach your check or 
of 9 Bull Market Studies! 
ACT NOW! All for only 
St RE BR RE Re 
Indianapolis 8, Indiana : 
Air Mail Please rush the your 2 special reports withthe 
and 


money order and receive all of the above material for 
4 full weeks plus 2 special reports and bonus package 
% © SCHAEFER’S “‘The Dow Theory Trader” 
; 3636 Salem Street 
.25 
EE 
Bonus Package (11 studies in all start sending complete 
service for four full weeks. @-1-157) 


MONEY BACK GUARANTEE! 


g 
if I'm not completely satisfied | understand you will g 
refund my money upon notification. g 

bat 
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NOW YOU CAN KNOW- 








The first and only book of its kind to reveal 
how $1,000 can grow to $25,000 in 12 years 
— how $10,000 can be worth $250,000 . . . 
All of the proof you need . . . Full of amaz- 
ing true facts and figures .. . Shows you how 
to save on toxes .. . Written by R. C. Allen, 
nationally-known Invest tc Hor. 


YOU'LL REALLY LIKE THIS BOOK 
READERS SAY —'‘Best book on investments 
§ have ever read'’—"“You've shown me a 
way to make more money’ —"The chapter 
on toxes is worth hundreds of dollars” — 
“Even my banker opened his eyes""—"Send 
6 copies for my associates.” 

SEND $2 TODAY—SATISFACTION GUARANTEED 


BEST BOOKS — Dept. F-2 


514 V.F.W. BLDG., KANSAS CITY, MO. 
Enclosed is $2. Please RUSH “How to Build 
@ Fortune and Save on Toxes.”’ 














relax daily on patented 


Spine-A-Liner- RESTCOT 


Just 10 to 15 minutes of daily office relaxa- 
tion on Restcot works wonders on energy 
and disposition because only Restcot gives 


straight-line, naturol repose Attractive, 
functional extra seating piece (30" x 74”) 
in choice of colored leatherette covers. 
Only $59.00 .Write now for brochure to: 
BETHCO BEDDING CORP. 
375 Auburn St. Allentown, Pa. 





PROFITS 
ro ties 


The KELTNER 


letter when issued, on receipt of $1. 


The Keltner Statistical Service 


1004 Baltimore Ave., Dept. 5 
KANSAS CITY 5, MISSOURI 





BOOKLETS 


Valuable booklets are published by 
many concerns and made available 
free to interested businessmen. The 
best of these on matters of wide 
interest are listed as a service to 
Forses readers. Address your re- 
quest, by number, to: Subscriber 
Service Dept., Forses Magazine, 
70 Fifth Avenue, New York 11, N. Y. 


451. Communism AND Crvit LIBERTIEs: 
The theme of this brief but stimulating 
pamphlet by famed author Walter Millis 
is set in its first sentence: “The American 
Communists’ constant use of the consti- 
tutional guarantees in furtherance of a 
cause fanatically devoted to the destruc- 


| tion of those guarantees has always 


raised problems for those interested in 
the maintenance of our civil liberties.” 
Millis then traces Krushchev’s down- 
grading of Stalin. Effectively, he quotes 
Krushchev’s listing of Stalin’s abuses, 
neatly following up with extracts from 
our own Constitution which effectively 
prevents such abuses. More than a few 
of the badly confused American Com- 
munists will find this juxtaposition dis- 
turbingly ironic. One important point he 
raises: That with de-Stalinization, inter- 
nal communism is reverting to the 
“united front.” This new line, declares 
Millis, is actually more dangerous than 
the old one, because infiltration and sub- 
version under the united front become 
more difficult to detect and control (16 
pages). 


452. Consumer Finance Facts & Fic- 
urES (1956-1957 Edition): Issued by the 
National Consumer Finance Association, 
provides in brief compass a comprehen- 
sive view of consumer finance. The scope 
of the work may be gathered from such 
chapter headings as: What is consumer 
credit? Consumer credit in the Ameri- 
can economy, What economists say about 
consumer credit, How the consumer fi- 
nance business operates. The general 
conclusion of the work is that despite the 
climbing rate and amount of consumer 
credit, its level is not “too high.” The 
booklet validly makes the point that “the 
amount of credit is not as significant as 
the kind of credit.” One reservation 
might be made to the booklet’s general 
conclusion that consumer credit is not 
“too high”. For this analysis is based on 
the present conditions of unprecedented 
prosperity (24 pages). 


453. VartaBLE ANNuITIES: Insurance 
men are sharply split on the value of 
variable annuities, which basically are 
insurance policies whose benefits to the 
holder are based on investment in com- 
mon stock. In times of inflation, claim 
their defenders, this stock base prevents 
such policies from losing their value. But 
in this pamphlet, Frederic W. Ecker, 
president of the big Metropolitan Life 


Insurance Co., argues that “investment in 
common stocks by those in a position to 
take the risks involved certainly has its 
place in our economy, but it should not 
be intermingled with the life insurance 
business.” For anyone holding or buying 
an insurance policy, or thinking forward 
to retirement, this booklet comes under 
the heading of “must” reading (18 
pages). 


454. Ticht Money anv SAEs: With all 
the words that have been used recently 
to describe “tight money”, it is welcome 
to have the matter so ably put into per- 
spective by Ben Wooten, president of the 
First National Bank in Dallas. The gist 
of the booklet can be given by quoting 
the author’s own words: “A condition of 
‘tight money’ exists any time the demand 
for loanable funds exceeds the avail- 
ability of loanable funds at interest rates 
we have been accustomed to paying.” He 
then points out that tight money “has 
had little or no effect on sales of con- 
sumer goods” during 1956. Nor has tight 
money, he shows, stopped plant expan- 
sion, which has climbed from $20 billion 
in 1954 to $26 billion in 1955 and hit no 
less than $36 billion last year (14 pages). 


455. FepeRAL RESERVE OPERATIONS IN THE 
Money AND GOVERNMENT SECURITIES Mar- 
KET: Everybody talks about the Federal 
Reserve System, but few know what it 
actually does to keep the nation’s econ- 
omy on an even keel. Robert V. Roosa, 
an official of the Federal Reserve Bank of 
New York, not only talks about the Fed 
in this booklet but tells clearly and suc- 
cinctly what it does and why. The author 
divides the System’s function into defen- 
sive and dynamic aspects. Defensively, it 
operates to run commercial banking 
transactions across the nation smoothly 
and invisibly. 

But the Fed’s most powerful influence 
is dynamic: its open market operations 
are designed to tighten or loosen credit 
and thereby control economic forces to a 
major degree. Thus when the Federal 
Reserve Board raised the discount rate, 
the charge to member banks for borrow- 
ing, GI homebuyers everywhere learned 
what the action meant to them in terms 
of higher mortgage rates. The banks 
had passed on the added cost of doing 
business to them, but their VA and FHA 
loans could not take up the slack. When 
the unsuccessful homebuyer thought 
about the matter, however, the policy of 
the Fed became clearer to him: it was to 
protect his purchasing power in the long 
run in spite of his current disappoint- 
ment over his unbought dream house. 

But Roosa also shows that government 
credit policy cannot be divined simply 
from noting the weekly figures of the 
Fed’s purchase or sale of government se- 
curities, which ordinarily are signs of 
loosening or tightening credit. Such 
changes in the Fed’s portfolio may be 
due to any number of other factors, all of 
which Roosa spells out. This booklet is 
a valuable and unique guide to the role 
the Federal Reserve system has come 
to play in our economy (108 pages). 


Forses, JANUARY 1, 1957 





LOOK AT THIS RECORD 
FOR CAPITAL GAINS! 


Investors now have powerful statistical evi- 
dence that the over-the-counter securities 
market is the TOP market for capital gains 
and that OVER-THE-COUNTER SECURI- 
TIES REVIEW is THE magazine to keep 
with—and ahead of—this vital investment 
medium. OCSR in 1952 featured Electronic 
Associates at $3.75. Recent price: $61.00, an 
advance of 1527%. Other stocks highlighted 
by OCSR have also advanced spectacularly— 
Cross Co. —up 1245%, K. Porter Co. (Pa.) 
me A tu 50% and American-Marietta Co.—up 
107 ALL WITHIN FIVE YEARS! Don't 
you ‘owe it to yourself to get in touch with 
this GROWTH STOCK MARKET? You can. 
by subscribing to 
SECURITIES REVIEW, only monthly maga 

zine on unlisted stocks. Bach issue brings 
you hundreds of investment facts and figures, 
ranging from earning and dividend news to 
mergers and new products. Also many spectal 
features, including Free Literature Service. 

For a year’s subscription (12 issues) send $5 to 
OVER-THE-COUNTER 
SECURITIES REVIEW 

Dept. 0-1 Jenkintown, Pa. 
P.S.: For an oor $3.00 o saving of 40% over the 
original rice, y of ER-THE- 


ob ov 
COUNTER SECURITIES HANDBO: K. Detailed data 
on 525 unlisted companies. 


NEW SAFER APPROACH 10 


COMMODITY 
PROFITS 


Even a small investment can earn big 
money in commodities. Proper timing 
is the secret of success. Scientific 
= r ~ peie your funds against 
ve risk 

iam how ‘ou, too, can increase 
capital and income. Send for recent 
trading bulletins from 


COMMODITY FUTURES FORECAST 


90 West Broadway, New York 7, BArciay 7-6484 
4th GENERATION of DIAMONDS 
UND 0 0 ep 

















HERE'S THE RE 
Primarily, we ore Diamond 
Wholesalers. The Diamonds we 


in Forbes 
ere too va 


le for most small retailers to 


handle so we are i. them to 
readers at these —— low A. B 
-S367s fe e 


Marquise and Emeraid 
Others $200 40% $10,000, Telephone 24 hours daily. 


LEO PEVSNER CO. 


S S. Wabash FRanklin 2-2928 Chicago 


Put your money to work! 


| = ANNUAL 
O RETURN 
Ist & 2nd Mortgages for Sale 
Diversified eaeen, Pin ol He Nhquidactg. mS pie fad 


PRINCIPAL Ps PAID ENSES TO 
OU. will 


service: Call or write now for com- 
4 hs AL 


Your money deserves the Best! 
THE UNION REALTY 
INVESTORS, Pag ee 

179-30 Hillside A 
Tel: Olympla 7-4500 





16%-20% NET YIELD 


FLORIDA ORANGE GROVES 


Capital Gains 4 or 5 to 1; a perfect hedge 
against outside Taxable income. A timely switch 
out of many stocks that seem too high. Groves 
fully managed by large Frozen Concentrate Coop. 


Write C. W. Walters, c/o NEWMAN-HARGIS, 
Realtors. 31 W. Washington, Orlando 
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ON THE BOOKSHELF 


Books reviewed in this column are not obtain- 
able from Forbes, but may be purchased from 
your local bookseller or direct from the publisher. 


Foreicn O1. Prepared by Burnham and 
Co., 15 Broad St., N.Y.C. $5. 

Sustirtep “An Examination of its Pro- 
jected Growth,” this soft-cover publica- 


tion, which has been issued by the well | 


known brokerage house, contains infor- 
mation on the all-important Middle East 
which the average investor could not hope 
to uncover in a lifetime of probing. It de- 
scribes in unbelievable detail the oper- 


ations, sales contracts, prospects and past 
of such foreign oil companies as the | 


Royal Dutch/Shell Group, British Pe- 
troleum, Burmah Oil, Petrofina and the 
Cie. Francaise des Petroles. 

Equally important, its pages describe 
in detail the Middle Eastern operations 
of the international giants of the Amer- 
ican oil industry, such as Standard Oil 
of New Jersey, The Texas Co. and Socony 
Mobil. Using statistics that are rarely 
seen, it details the most minute parts of 


their operations in the Middle East, also | 


uses graphic tables and charts to show 
the future of Middlc Eastern oil. 
But this book is also of vital impor- 


tance to any investor holding the stock | 


of almost any American oil company. 


For, these days, more and more domestic | 


companies are moving their operations 
overseas. Aided by Foreign Oil, investors 


will be able to see just what the outlook | 
is for newcomers to the Middle East. | 


THe Specurative Merits or ComMMoN 
Stock Warrants. By Sidney Fried. 
R.H.M. Associates, N.Y.C. $2. 

THis is an up-dating of the book first 
published by Mr. Fried in 1949. Basically, 
it covers the whole field of warrants 
starting with exactly what they are: cer- 
tificates issued by a company, as part of 
its capitalization, which confer upon the 
holder the privilege of buying the com- 
pany’s common stock at a stated price 
(with or without placing a time limit on 
the transaction). From this starting point, 
Mr. Fried then examines the whole ques- 
tion of warrants in the light of the 
present market, making it eminently 


clear in the process that warrants do go 


down in value as well as up. 

He also gives the rules for short sales 
hedged by purchases of the stock and 
shows many technical devices for dealing 
in warrants. Mr. Fried insists that the 
successful handling of warrants is not 
something apart from successful dealing 
in securities generally. “The common 
stock warrant,” he notes, “is a volatile, 
high-leverage tool which can greatly in- 
crease market profits ensuing from cor- 
rect stock market analysis.” 

Not the least value of Mr. Fried’s book 
is that it throws a bright searchlight on 
a side of investment not known, or un- 
derstood, by the average investor. Over 
the years, in fact, it has established itself 
as being perhaps the definitive work on 
this fascinating aspect of finance. 


(CONTINUED ON PAGE 168) 











Funds forward- 
ed by Jan. 10, 
1957 earn inter- 
est from Dec. 
15, 1956. 


The 


Your investment be- 
comes part of our spe- 
cial revolving fund to 
meet the ever increas- 
ing demand for choice 
rental income proper- 
ties under our proven, 
and nationally popular 
Small Investors Real 
Estate (SIRE) Plan. 


SIRE 
» 

i LAN Cali WO 4-6262, 
or mail coupon 


Inc. for full details 





| THE SIRE PLAN, INC. F-123 
® Sire Pian Bidg., Us ~ Gneeners St. 
g New York 7, N. 


pay 


g Please furnish me with full details regarding 
g Sire Plan funding notes. 


ZONE . STATE 


Leese eeeeeeeeeeeeeeecenannd 


says BART LYTTON, president 
FIRST WESTERN SAVINGS 


At First Western, thousands of save- 
by-mail accounts currently earn 5% a 
year and interest is paid quarterly on 
all accounts, Savings with us have 
always been safe, available and more 
profitable. Remember—as little as 
$1.00 starts an account. 


Open your save-by-mail account teday— 
postage paid. Funds postmarked by the 
16th of any month earn from the Ist. 


Write or mail funds te: 
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Are You Holding tuy of These Growth Stocks? 


American Airl. 
Aetna Life Ins. 

Am. Metal Prod. 

Air Reduction 

Am. Seating 

Allied Chem. & Dye 
Am. Cyanamid 

Am. Potash & Chem. 
Am. Home Products 
Allied Control 

Am. Broad. Para. 
Am. Electronics 

Am. Mach. & Fdy. 
Aluminium Ltd. 
Alcoa 

Am. Nat’! Gas 
Addressograph-Mult. 
Amerada Petr. 
Anderson-Prichard Oil 
Atlantic City El. 
Armstrong Cork 
Babcock & Wilcox 
Beckman Instru. 
Bendix Aviation 
Black & Decker 
Boeing Airplane 
Borg-Warner 

British Am. Oil 
Burroughs 
Campbell Soup 
Capital Airl. 

Carrier Corp. 
Caterpillar Tract. 
Central & Sou’West 
Champ. Paper & Fiber 
Cities Service 

Clark Controller 
Clark Equipment 
Clevite Corp. 
Climax Moly. 


LISTED ABOVE ARE 240 ACTIVELY TRADED GROWTH STOCKS. ALL HAVE VERY STRONG 


Collins Radio 
Colonial Life Ins. 
Colorado Inter. Gas 
Columbia Broadc. A 
Combustion Eng. 
Conn. Gen. Life 
Consol. Electrodyn. 
Consolidated Eng. 
Container Corp. 
Continental Can 


+i tol C ly 





Cont. Insurance 
Continental Oil 
Corning Glass 
Crown Zellerbach 
Cutler-Hammer 
Daystrom 
Delhi-Taylor Oil 
Diamond-Alkali 
Dixie Cup 
Dobeckman 
Douglas Airc. 
Dow Chemical 
duPont 

Eastern Airl. 
Eastern Ind. 
Eastman-Kodak 
Eaton Mfg. 
Electronics of Am. 
El Paso Nat‘! Gas 
Ex-Cell-O 
Fansteel Metal. 
Fed.-Mogul-Bower 
Fed. Paper Board 
Ferro Corp. 
Fid.-Phenix Fire 
Filtro! 

Fireman’s Fund Ins. 
Firestone T. & R. 
Firth Sterling 


Fla. Power & Lt. 
Food Mach. & Chem. 
Foote Mineral 
Ford Motor of Can. 
Fruehauf Trailer 
Garrett Corp. 
Gen. Dynamics 
Gen. Electric 

Gen. Port. Cem’t 
Gen. Telephone 
Gen. Tire & R. 
Gillette 

Goodrich B. F. 
Goodyear T. & R. 
Gov't Empl. Life In. 
Grace W. R. 
Grand Union 
Great No. Paper 
Gulf Inter. Gas 
Gulf Life Ins. 

Gulf Oil 

Gulf States Util. 
Halliburton 
Halloid Co. 
Hazeltine Corp. 
Hercules Powder 
Hoffman Electr. 
Honolulu Oil 
Hooker El’Chem. 
Houston L & P 
Houston Oil 
Humble Oil & R 
Hussmann Refrig. 
Idaho Power 
Imperial Oil 

Ind. Acceptance 
Ins. Co. of No. Am. 
int'l Bus. Mach. 
Int'l Min. & Chem. 
int'l Paper 


Int'l Petro. 

int'l Tel. & Tel. 
Johns-Manville 
Johnson & Johnson 
Joy Mfg. 

Kaiser Alum. 
Kimberly-Clark 
L-O-F Glass 
Lilly-Tulip Cup 
Lincoln Nat'l Life 
Lindsay Chem. 
Lithium Corp. 
Lone Star Cement 
Marathon Corp. 
Marchant Caleu. 
McGrow El. 
McGraw-Hill 
McDonnell Airc. 
Mead & Co. 
Merck & Co. 
Minerals & Chem. 


Minn.-Honeywell Reg. 


Minn. Mng. & Mfg. 
Mission Corp. 
Miss. River Fuel 
Monsanto Chem. 
Motorola 

Nat'l Airl. 

Nat'l Aluminate 
Nat'l Gypsum 
Nat'l Lead 

No. Am. Aviation 
Norwich Pharm. 
Ohio Oil 

Olin Mathieson 
Outboard Marine 
Owens-Corning F. 
Owens-ill. Glass 
Oxford Paper 
Panhandle E. Pl. 


Penn-Dixie Cem. 
Penn. Salt 

Pfizer (Chas.) 
Phillips Petr. 
Pitney-Bowes 
Pitt. Metallurg. 
Pitt. Plate Glass 
Plough, Inc. 
Polaroid Corp. 
Pub. Serv. Colo. 
Puget S. Pulp & T. 
Pure Oil 

Radio Corp. 
Rayonier 

Rep. Nat‘! Gas 
Reynolds Metals 
Richfield Oil 
Rohm & Haas 
Royal Dutch 
Schering Corp. 
Scott Paper 
Seaboard Oil 
Seaboard & Western 
Searle G. D. 
Sears Roebuck 
Shell Oil 
Sinclair Oil 
Skelly Oil 

Smith Kline, Fr. 
Socony Mobil Oil 
Spencer Chem. 
Sperry Rand 
Sprague El. 
Square D 

St. Regis Paper 
Stand. Oil Calif. 
Stand. Oil Ind. 
Stand. Oil N. J. 
Stauffer Chem. 
Sunbeam Corp. 


Sun Oil 

Sutherland Paper 
Sylvania El. 

Taylor Instrum. 
Tecumseh Prod. 
Tennessee Corp. 
Tenn. Gas Trans. 
Texas Co. 

Texas Gulf Prod. 
Texas Instrum. 
Texas Pac. Coal & Oil 
Texas Utilities 
Thiokol Chem. 
Thompson Prod. 
Tide Water Oil 
Time Inc. 

Trane Co. 
Transamerica 
Travelers Ins. 
Union Bag-Camp P. 
Union Carbide 
United Airc. 
United Airl. 

U. S. Foil 

United Gas Corp. 
U. S. Gypsum 

U. S. Rubber 

U. S. Vitamin 
Vanadium Corp. 
Vick Chemical 

Va. El. & Power 
Visking Corp. 
Warner-Lambert Phar. 
Warren Petr. 
Western Airl. 

W. Va. Pulp & P. 
Winn Dixie 
Worthington 
Weyerhaeuser Timber 
Yale & Towne 


FOLLOWINGS. YET 


LESS THAN {| IN 3 ARE NOW RATED “BUY” AND ARE IN THE (957 FORBES “GROWTH STOCK GUIDE.” 
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o that you may learn which growth stocks to buy, which to avoid at this highly selective stage of the current 


bull market, we are rushing to completion the 1957 edition of the FORBES “GROWTH STOCK GUIDE” 


—which we shall be happy to send you on a money-back if not completely satisfied basis. 


No guarantees, of course, but on the strength of our past record, we’d say that if you had to choose just one 


source of guidance for growth investments—you’d be wise in choosing the 1957 edition of this FORBES Guide. 


For this 181-page Guide represents many months of painstaking research—covers the subject from “A to Z” 





—answers many of your investment problems by telling you which growth stocks to buy for retirement, for chil- 


dren’s college funds, for estate planning, for virtually any of your long-range goals which will someday require an 
unusually large amount of capital. 


Forses, JANUARY 1, 1957 
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76 BEST GROWTH STOCKS! 





10 YEAR COMPARATIVE RECORDS 


Each of the 76 growth stocks selected has been ana- 
lyzed in detail with a 10-year comparative record of 
sales, earnings, dividends and price-range. Each com- 
pany’s financial position has been checked, management 
appraised, industry position and activities surveyed, 
growth factors fully revealed and weighed in terms of 
capital-gain potential. 


The 1957 FORBES “GROWTH STOCK GUIDE” 
pinpoints the industries which are expanding 3, 4 and 
5 times faster than our national average—screens every 
growth issue and selects the 76 best—will help you con- 
centrate your investments in companies with the better 
part of their full development still before them. 


PROFITS 


Now in its 8th year of publication, this annual Guide 
has been so accurate in selecting growth stocks just be- 
fore their BIG move, that it has developed a huge fol- 
lowing among FORBES readers—(see below for a 
representative sample of profits, all of which could have 
been realized within a period of 12 months or less). 


Reynolds Metals +252% 
Kaiser Aluminum +235% 
Filtrol 4+173% 
Schering Corp. + 169% 
Remington Rand + 157% 
Am. Agr. Chem. +139% 
Hazeltine + 136% 
Tennessee Corp. +125% 
Rayonier +119% 
Smith Kline, Fr. +118% 
Am. Pot. & Chem. +114% 
Alcoa +111% * 


Beckman Instru. 
Nopco Chemical 
Goodyear T&R 
L-O-F Glass 
Firestone T & R 
Victor Chemical 
Clark Equipment 
Visking Corp. 
Crown ZellerLach 
Gulf Oil 
Thompson Prod. 
General Tire 


+111% 
+111% 
+100% 
+ 100% 
+98% 
+97% 
+90% 
+88% 
+88% 
+81% 
+78% 


SUPPLY 
LIMITED 
* 


MAIL 
COUPON 
NOW! 
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As you know, many fortunes have been made by investing even 
modestly in growth companies and then having the good sense to 
hold on. These companies plowed back their earnings over and 
over again—expanded without drastically diluting shareholder- 
equity—rewarded patience with unbelievably large capital gains 
and huge dividend yields on original investments. 


And this is by no means ancient history! Within the past 10 
years, any number of growth stocks have appreciated 400%, 500% 
and more (many of the Chemicals, the Oils, the TV-Electronics, the 
Food stocks) ... proof beyond a doubt that the systematic purchase 
of THE RIGHT growth stocks is your best, your safest means to 
financial independence. 


BUT ... if you're past 45, possibly 10 to 15 years away from re- 
tirement, you can’t afford to waste your time and money on THE 
WRONG stocks! Today, many stocks, although properly called 
“growth stocks”, are near or are at the tail-end of their most 
dynamic growth phases. Others, although now well below their 
1956 highs, are still priced too far into the future, and should be 
sold. 


If you're foresighted, you'll avoid the obvious—seek out the 
young growth companies with the better part of their futures still 
before them—seriously consider the once obscure and perhaps 
stagnant companies which, through recent mergers, acquisitions 
and research-finds, have gained accelerated growth trends which 
have not yet been recognized by the investing public. 


So reserve your copy of the 1957 edition of the FORBES 
“GROWTH STOCK GUIDE”. It will help you invest your money 
in the right stocks for 1957 and the years beyond. You'll refer to it 
many, many times throughout the coming year-—will want to check 
your current holdings against its recommendations. 


ORDER NOW AND SAVE $5.00 


Because you are a friend of FORBES, you are eligible for our 
special pre-publication offer which saves you $5.00 on the regular 
price—$10 instead of $15 . . . and your money back in 10-days if 
not completely satisfied. 


But please, reserve your copy today. Advance orders indicate 
that our rather limited supply will be exhausted quickly—and, be- 
cause of the timely nature of the material, it is not possible to go 
back to press with a 2nd edition. 


If, after examining this Guide, you are not fully convinced that 
it can help you make wiser, more profitable growth investments, 
return it within 10 days and your money will be refunded. 


CLIP AND MAIL TODAY 


INVESTORS ADVISORY INSTITUTE, INC. 
SUBSIDIARY OF FORBES INC. 
70 FIFTH AVENUE, NEW YORK 11, N.Y. 


Enclosed is $10. Please send me on publication the new 1957 FORBES 
“GROWTH STOCK GUIDE” which regularly sells for $15. 
return it within 10 days for full refund. (Add 3% Sales Tax on N.Y.C. orders.) 





if | am not satisfied, | may 


HOOPER 
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(CONTINUED FROM PAGE 149) 


Wheeler, Brunswick Balke, Tennes- 
see Corp., Gulf Oil, Royal Dutch, 
Kerr-McGee, Ford Motor, Chrysler, 
Carborundum, Fansteel, Superior Oil 
of Cal., Hugoton Production, Inter- 
national Nickel, Eagle-Picher, Ameri- 
| can Viscose, National Electric Weld- 
| ing, Carrier, Litton Industries, Con- 
solidated Electrodynamics, and White 
Sewing Machine. Remember these are 
candidates, and not all candidates get 
elected. And part of 1957, at least, 
may be analogous to “tight” election 
phenomena. 


Dividend Notice 


Quarterly dividends of $1.25 per share on the 5 % pre- 
ferred stock, $1.13 per share on the 4.52% serial pre- 
ferred stock, and 40 cents per share on the common 
stock of Pacific Power & Light Company have been 
declared for payment January 10, 1957, to stockholders 
of record at the close of business December 31, 1956. 
H. W. Millay, Secretary 


PORTLAND, OREGON 
December 12, 1956 














BIEL 
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if one may use this somewhat obso- 
lete term, so different from its prede- 
cessors in 1946, 1937, 1929 and before. 
But recent events also have demon- 
strated, once again, the validity of an 
| old principle of prudent investment 
policy: diversification. Since no one 
has the wisdom and infallibility to 
pick the right stocks only, careful se- 
lection must be supplemented by care- 
ful diversification, so that the poor 
performance of some stocks may be 
offset by the superior action of others. 

Although the “blue chips,” the “fa- 
vorite fifty” type of stocks, suffered as 


much as any other group of stocks in 
——_——, | the October-November setback, they 
have shown again excellent resiliency. 


Top quality stocks still command 
FEDERAL PAPER BOARD CO., Inc | premium prices, but in an economy as 


Insurance Company of North America 
Philadelphia 


The Board of Directors has declared a 
DIVIDEND qu uarterly dividend of 6214¢ per share on 
e capital stock of the Company payable 


NO. 303: January 15, 1957 to stockholders of record 


ose of business December 31, 1956. 
$ The Transfer Books will not be closed. 


J. KENTON EISENBREY 


Secretary 
December 11, 1956 














WARD BAKING 
COMPANY 


The Board of Directors has 
declared the following dividends: 
PREFERRED DIVIDEND — 

The quarterly dividend of $1.37 
share on the Preferred Stock pay- 
able Jan. 1, 1957, to holders of 
record Dec. 15, 1956. 


A quarterly dividend of 25 cents a 
share on the Common Stock pay- 
able Dec. 27, 1956, to holders of 
record Dec, 15, 1956, 

L. R. Comfort, Treasurer 


475 Fifth Av 


he : 
New York City | TIPTOP’ 
Dec. 4, 1956 TIP-TO 


Common & Preferred Dividends: 


The Board of Directors of Federal 
Paper Board Company, Inc. has this 
day we declered the following quarterly 
dividends: 


50¢ per share on Common Stock. 

28%4¢ share on the 4.6% 

Cumulative Preferred Stock. 
Common stock dividends are payable 
Jan. 15,1957 to seockthelders record 
at the close of business Dec. 27, 1956. 
Dividends on the 4.6% Cumulative 
$25 it value Preferred Stock are pay- 
poh —_, J 5 O57: stockholders 


wh A. WALLACE 


Vice President and Secretary 
December 12, 1956 
Bogota, New Jersey 
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highly competitive as ours where 
technological progress is so rapid and 
continuous, excellent management, 
solid financial strength and a leading 
industry position are essential for a 
corporation to grow and to prosper. 
The truly long-term investor should 
never compromise on quality. He may 
be wrong in His timing, occasionally, 
but the steady growth of a strong, 
well managed company in a favor- 
ably situated industry is bound to 
correct “timing” errors in due course. 

But not everybody cares to be an 
investor on a strictly long-term basis. 
Some people buy stocks to be retained 
almost indefinitely. Others buy stocks 
with the avowed purpose of realizing 
capital gains. Attractive opportuni- 
ties of this kind as well as promising 
speculations crop up almost constant- 
ly, especially during disturbed periods 
such as occurred in recent months. 
This column during the coming year 
will attempt to point out such situa- 
tions as they arise. 
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most relevant aspects of an industry that 
is integrally related to the entire Ameri- 


Investment Program 


a Family A ftair 





— or do you, like Methuselah, expect to live 900 years ? 


["s a blunt question, we'll admit, but it’s one 

which we all must face. We buy insurance, 
annuities, invest in securities, establish trust 
funds, do anything and everything possible to 
provide for those whom we will someday leave 
behind. 


— but many of us forget that there are no 
schools for widows, that unless we make the 
proper provisions TODAY, we are apt to make 
someone's tomorrow a frightfully heavy burden 
... particularly if that someone is suddenly and 
unexpectedly called upon to step into your 
shoes and manage the family’s finances. 


Without proper guidance, a sizable portfolio of 
securities may prove to be a constant source of 
worry, rather than the sheltered harbor which 
you had intended. Times change. Values fluctu- 
ate. The volume of the so-called “expert” advice 
now available to the investor is enough to con- 
fuse even the most experienced. 


You wouldn’t leave your estate in the hands of 
a lawyer or a banker, no matter how promi- 
nent, unless you were convinced that he 
would act as a trusted friend. You 


WHAT CLIENTS SAY: 


“Am well pleased with the services you have been 
giving me and have confidence that you and your 
organization will continue to adequately cover my 
situation.” M. W. S. 
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would want to know him, test his judgment, be 
convinced that he could always be counted upon 
to act in your family’s best interests. 


What about your securities then ... that portion 
of your estate which not only requires a special- 
ized knowledge, but which, in all probability, 
may also require more time, more personal su- 
pervision than you anticipate? 


We submit that NOW is the time to provide for 
competent investment guidance . .. NOW, while 
you are still in a position to become thoroughly 
familiar with its performance, reliability, adapta- 
bility to your family’s future requirements. 


It's not the only reason for acquainting yourself 
with this FORBES service, which provides day- 
to-day supervision over the portfolios of inves- 
tors with $25,000 and more invested in securi- 
ties ... but it’s a mighty important one. Send 
for Free Descriptive Booklet. 


Mail Coupon =—No Obligation 


Forbes Personal investment Management 
7O Fitth Avenue, New York 11, N.Y. 


| may be interested in retaining the services of 
FORBES PERSONAL INVESTMENT MANAGEMENT. 
Will you kindly send me without obligation, complete 
details? My present investments are valued at ap- 
proximately $ 1 have an additional 
$ in cash for available investment. 


A Division of Investors Advisory tnstitute, Inc. 
Subsidiary of FORBES Inc. P-7000 








i i 


106 








xe 


TENNESSEE 
CORPORATION 


November 14, 1956 


CASH DIVIDEND 
A dividend of fifty-five 
(55¢) cents per share was de- 
clared payable December 20, 
1956, to stockholders of 
record at the close of busi- 
ness November 29, 1956. 


EXTRA CASH DIVIDEND 

An extra dividend of 
twenty-five (25¢) cents per 
share was declared payable 
January 10, 1957, to stock- 
holders of record at the close 
of business November 29, 
1956. 

STOCK DIVIDEND 

In addition, a 3% stock 
dividend was declared pay- 
able January 10, 1957, to 
stockholders of record at the 
close of business November 
29, 1956. 


The above cash dividends 
will not be paid on the shares 
issued pursuant to the stock 
dividend. 

Joun G. Greensurcn 


61 Broadway Treasurer. 


New York 6, N. Y. 























CANADIAN PACIFIC 
RAILWAY COMPANY 
DIVIDEND NOTICE 


At a meeting of the Board of Directors 
held today a regular dividend of seven- 
ty-five cents and an extra dividend of 
twenty-five cents per share on the Or- 
dinary Capital Stock was declared in 
respect of the year 1956, payable in Ca- 
nadian funds on February 28, 1957, to 
shareholders of record at 3:30 p.m. on 
January 4, 1957. 

By order of the Board. 


Frederick Bramley, 
Secretary 
Montreal, December 10, 1956. 








Diebold 


Oornmrvpoormart 
Canton 2, Ohio 


DIVIDEND NOTICE 


Manufacturers of Bank Vault Equip- 
ment .. . Fire-resistive Safes .. . 
Storage Files . . . Rotary, Vertical 
and Visible Record Files . . . Flotilm 
Microtilming Cameras and Processors 


The Board of Directors of Diebold, 
Incorporated, at a meeting held on 
the 28th day of November, 1956, 
outstand. 


of twenty cents (20c) per 

able December 31, 1956 to yn 
holders of record at the close of busi- 
ness at the office of the Transfer 
Agent on December 17, 1956. 


A further dividend payable in com- 
mon shares of the corporation at the 
rate of one-tenth (1/10th) of a com- 
mon share for each common share of 
the corporation outstanding has been 
declared by the Board, payable Jan- 
uary 16, 1957 to shareholders of 
record at the close of business at the 
office of the Transfer Agent on Jan- 
uary 2, 1957. 


The Board of Directors has also de- 
clared the dividend of twenty- 
eight and ———_ cents (28%c) 
per share upon all outstanding pre- 
ferred shares payable on January 1, 
1957 to all pr 3 of 
secerd at the clsse of business at the 
office of the Transfer Agent on 
December 21, 1956. 


RAYMOND KOONTZ 
President 




















COLUMBIA PICTURES 
CORPORATION 


Si The Board of Directors at 
a meeting held today de- 
clared its regular quarterly 
cash dividend of thirty (30¢) 
cents per share on the Com- 
mon Stock presently out- 
standing and Voting Trust 
Certificates for common 
stock, payable January 30 
1957 to stockholders of 
record December 28, 1956. 


The Board also declared a 2%4% stock 
dividend on its outstanding Common 
Stock and Voting Trust Certificates for 
common stock, payable in Common 
Stock January 30, 1957 to stockholders 
of record December 28, 1956. 

A. SCHNEIDER, 
Vice-Pres. and Treas. 
New York, December 13, 1956 
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The DIAMOND | 

seca COMPANY 75th CONSECUTIVE YEAR 
i 


OF DIVIDENDS 


The Board of Directors of The Diamond Match Company 
on December 13, 1956, declared a regular quarterly dividend 
of 45¢ per share on the Common Stock. At the same meeting the 
Board also declared a quarterly dividend of 37\c per 
share on the $1.50 Cumulative Preferred Stock. 
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Wactnc Peace: A BustnessmMAN Looks AT 
Unirep States Foreign Pouicy. By C. 
Maxwell Stanley. The Macmillian Co., 
N.Y.C. $4.50. 

In this book, Stanley Engineering Co.’s 
Claude Maxwell Stanley takes a long 
look at the destructive potential of nu- 
clear warfare, announces that it prom- 
ises catastrophe more horrible and com- 
plete than any the world has yet known, 
and proceeds to enunciate a program for 
peace. A former president of the United 
World Federalists, Mr. Stanley is loathe 
to relinquish any of the traditional 
American values, argues that through 
cooperation the peoples of the world can 
maintain peace and freedom. Specifically 
he proposes: 1) a strong military pro- 
gram for the US., 2) a strengthened 
United Nations. All in all, a thoughtful 
book. 


InsurRANCE Wortp 1957: PROPERTY AND 
Liasiuity. By the Editors of the Yale 
Daily News. Yale Daily News Publica- 
tions, Inc., New Haven, Conn. 112 pages. 
For limited distribution (free to college 
students). 

Tuts book, which is published in bro- 
chure format, is prepared by undergrad- 
uates of Yale University primarily to in- 
form other college undergraduates of 
career opportunities in the insurance in- 
dustry. By the same token, this publi- 
cation is one book of a two-part study 
of the insurance business which can 
very well serve to enlighten investors 
who seek further knowledge about the 
operations of this long-established busi- 
ness endeavor. Since colonial times, the 
insurance business not only has become 
entwined with the warp and woof of 
American economy but it has largely 
helped to finance many businesses in 
this country. 

In this first book, the field of property 
and liability is covered. In the second 
volume the fields of life, accident and 
sickness are discussed. Although both 
groups have related functions, each is an 
entirely individual industry which’ is 
conducted from a different viewpoint. 
Similarly, the editors who still are un- 
dergraduates see this massive $113-billion 
insurance industry with fresh eyes. 

Though designed for students, the in- 
vestor can benefit from reading both 
publications because Insurance World 
goes beyond merely reviewing the in- 
surance business. It offers solid reports 
of the underlying role of insurance in our 
economy which were written by special- 
ists in the field. Thus an article on 
“Property Insurance and Individual Se- 
curity” in the section on a broad view 
of the industry was written by Laurence 


Both dividends are payable February 1, 
1957 to stockholders of record 
: January 4, 1957. 


PERRY S. WOODBURY, Secretary ond Treesurer 


J. Ackerman, dean of the University of 
Connecticut School of Business Admin- 
istration. In sum, this publication can 
| well be called a symposium in print 
| about the insurance business. As the 
| editors say in their preface, “The authors 
| have exposed through their articles the 
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most relevant aspects of an industry that 
is integrally related to the entire Ameri- 
can system, and indeed may be called 
the sine qua non of that system.” 


How to Set Acainst TovcH ComperTi- 
Trion. By Harry Kuesel. Prentice-Hall, 
Englewood, N.J. $4.95. 

No question about it, ladies and gentle- 
men. The salesman is back with us. 
With few goods to go around in the 
past, salesmen were hardly needed. 
Hard-to-get items sold themselves, es- 
pecially with buying pressure built up 
by wartime shortages. But in the past 
few years, industry has passed the ball 
from production men to salesmen. Only 
aggressive merchandising at the face-to- 
face level can move big inventories, keep 
prices low by selling in large quantities. 

So, a spate of “you-can-do-it-yourself” 
books on sales have appeared recently. 
Their aim: equip the new sales genera- 
tion with winning ways, refurbish the 
oldsters with “soft sell” techniques. 
Their theme: anyone with determination 
and intelligence can sell anything by 
following the simple rules they prescribe. 
But skeptics have wondered whether the 
difficult art of selling in a buyer’s mar- 
ket could be learned from books any 
more than golf or love-making. 

In How to Sell Against Tough Compe- 
tition, Harry Kuesel has gone far to- 
ward tempering this skepticism. His nut- 
. Shell analysis of the problems confronting 
the salesman, veteran or neophyte, 
comes up with a hard-hitting solution 
to each. But the new look in sales- 
manship is exemplified in Kuesel’s advice: 
never bluff, never bulldoze, never argue. 
Instead, get excited, get the customer ex- 
cited, get the order. Philosophy of the 
new sales approach: let the customer 
sell himself honestly by coming to real- 
ize (with the salesman’s aid) how the 
product meets his primary needs. 

Kuesel’s chapter heads strike the key- 
note of his “creative enthusiasm” ap- 
proach: make the customer the hero, 
make the prospect thirsty. But Kuesel’s 
innermost secret is really old-fashioned 
brains: the ability to outguess the com- 
petition, outtalk the customer. The old 
hard sell is really not too far beneath 
the surface of the new approach. 


FREEDOM From Money Worries. By Price 
A. Patton and Martha Patton. Citadel 
Press, N.Y.C. $3.50. 

Tue Pattons have written an acute book 
on getting out of debt and staying out 
of debt. In the course of it they warn 
that charge accounts and checking ac- 
counts are for people who do not have 
to worry about money. They have some 
stringent comments to make on such 
matters as 36% loans to finance down 
payments on automobiles, revolving 
charge accounts at 18% per annum and 
generally on the question of living high 
on money yet to be earned. In these 
times of high living and even higher 
spending, this is indeed a thought-pro- 
voking book not only for the investor 
but for the average person as well. 
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TENNESSEE 
CORPORATION 


November 14, 1956 


CASH DIVIDEND 
A dividend of fifty-five 
(55¢) cents per share was de- 
clared payable December 20, 
1956, to stockholders of 
record at the close of busi- 
ness November 29, 1956. 


EXTRA CASH DIVIDEND 

An extra dividend of 
twenty-five (25¢) cents per 
share was declared payable 
January 10, 1957, to stock- 
holders of record at the close 
of business November 29, 
1956. 

STOCK DIVIDEND 

In addition, a 3% stock 
dividend was declared pay- 
able January 10, 1957, to 
stockholders of record at the 
close of business November 
29, 1956. 


The above cash dividends 
will not be paid on the shares 
issued pursuant to the stock 
dividend. 

Joun G. GreensurcH 


61 Broadway Treasurer. 


New York 6, N. Y. 























CANADIAN PACIFIC 
RAILWAY COMPANY 


DIVIDEND NOTICE 


At a meeting of the Board of Directors 
held today a regular dividend of seven- 
ty-five cents and an extra dividend of 
twenty-five cents per share on the Or- 
dinary Capital Stock was declared in 
respect of the year 1956, payable in Ca- 
nadian funds on February 28, 1957, to 
shareholders of record at 3:30 p.m. on 
January 4, 1957. 

By order of the Board. 


Frederick Bramley, 
Secretary 








Diebold 


OoOrnmrvpormrart 
Canton 2, Ohio 


DIVIDEND NOTICE 


Manufacturers of Bank we pag 
ment .. . Fire-resistive Saf 

Storage Files . Rotary, Vertical 
and Visible Record Files . . . Flofilm 
Microtilming Cameras and Processore 


The Board of Directors of Diebold, 
Incorporated, at a meeting held on 
the 28th day of November, 1956, 
declared a dividend on the outstand- 
tng commen shaves of the corpesation 
of twenty cents (20c) per share, pay 

able December 31, 1956 to yl 
holders of record at the close of busi- 
ness at the office of the Transfer 
Agent on December 17, 1956. 


A further dividend payable in com- 
mon shares of the corporation at the 
rate of one-tenth (1/10th) of a com- 
mon share for each common share of 
the corporation outstanding has been 
declared by the Board, payable Jan- 
wary 16, 1957 to shareholders of 
record at the close of business at the 
office of the Transfer Agent on Jan- 
uary 2, 1957. 

The Board of Directors has also de- 
clared the regular dividend of twenty- 
eight and ——— cents (28¥c) 
per share upon all outstanding pre- 
ferred shares payable on January 1, 
1957 to all preferred shareholders of 
record at the close of business at the 
office of the Transfer Agent on 
December 21, 1956. 


RAYMOND KOONTZ 
President 


N-402-Di 




















COLUMBIA PICTURES 
CORPORATION 


Si The Board of Directors at 
a meeting held today de- 
clared its regular quarterly 
cash dividend of thirty (30¢) 
cents per share on the Com- 
mon Stock presently out- 
standing and Voting Trust 
Certificates for common 
stock, payable January 30 
1957 to stockholders of 
record December 28, 1956. 


The Board also declared a 2%4% stock 
dividend on its outstanding Common 
Stock and Voting Trust Certificates for 
common stock, payable in Common 
Stock January 30, 1957 to stockholders 
of record December 28, 1956. 

A. SCHNEIDER, 
Vice-Pres. and Treas. 
New York, December 13, 1956 











Montreal, December 10, 1956. 


: { 
The DIAMOND | 
MATCH COMPANY '! 
i 


7546 conssecrive vas: 


OF DIVIDENDS 


The Board of Directors of The Diamond Match Company 
on December 13, 1956, declared a regular quarterly dividend 
of 45¢ per share on the Common Stock. At the same meeting the 
Board also declared a quarterly dividend of 37'4c per 
share on the $1.50 Cumulative Preferred Stock. 





- LUMBER . 


BUILDING SUPPLIES - 


Both dividends are payable February 1, 
1957 to stockholders of record 
: January 4, 1957. 


PERRY S. WOODBURY, Secretary ond Treesurer 


WOODENWARE 











ON THE BOOKSHELF 


(CoNTINUED FROM PAGE 163) 


Wactnc Peace: A BustnessMAN Looks AT 
Unirep States Foretcn Pouicy. By C. 
Maxwell Stanley. The Macmillian Co., 
N.Y.C. $4.50. 

In this book, Stanley Engineering Co.’s 
Claude Maxwell Stanley takes a long 
look at the destructive potential of nu- 
clear warfare, announces that it prom- 
ises catastrophe more horrible and com- 
plete than any the world has yet known, 
and proceeds to enunciate a program for 
peace. A former president of the United 
World Federalists, Mr. Stanley is loathe 
to relinquish any of the traditional 
American values, argues that through 
cooperation the peoples of the world can 
maintain peace and freedom. Specifically 
he proposes: 1) a strong military pro- 
gram for the U.S., 2) a strengthened 
United Nations. All in all, a thoughtful 
book. 


InsuRANCE Wortp 1957: PROPERTY AND 
Liasiuity. By the Editors of the Yale 
Daily News. Yale Daily News Publica- 
tions, Inc., New Haven, Conn. 112 pages. 
For limited distribution (free to college 
students). 

Tuts book, which is published in bro- 
chure format, is prepared by undergrad- 
uates of Yale University primarily to in- 
form other college undergraduates of 
career opportunities in the insurance in- 
dustry. By the same token, this publi- 
cation is one book of a two-part study 
of the insurance business which can 
very well serve to enlighten investors 
who seek further knowledge about the 
operations of this long-established busi- 
ness endeavor. Since colonial times, the 
insurance business not only has become 
entwined with the warp and woof of 
American economy but it has largely 
helped to finance many businesses in 
this country. 

In this first book, the field of property 
and liability is covered. In the second 
volume the fields of life, accident and 
sickness are discussed. Although both 
groups have related functions, each is an 
entirely individual industry which’ is 
conducted from a different viewpoint. 
Similarly, the editors who still are un- 
dergraduates see this massive $113-billion 
insurance industry with fresh eyes. 

Though designed for students, the in- 
vestor can benefit from reading both 
publications because Insurance World 
goes beyond merely reviewing the in- 
surance business. It offers solid reports 
of the underlying role of insurance in our 
economy which were written by special- 
ists in the field. Thus an article on 
“Property Insurance and Individual Se- 
curity” in the section on a broad view 
of the industry was written by Laurence 
J. Ackerman, dean of the University of 
Connecticut School of Business Admin- 
istration. In sum, this publication can 
well be called a symposium in print 
about the insurance business. As the 


| editors say in their preface, “The authors 


1 


have exposed through their articles the 
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There is a growing sentiment in 
America that regular saving should be 
ignored—that the government will 





S URBES, JANUARY i, iddi 





most relevant aspects of an industry that 
is integrally related to the entire Ameri- 
can system, and indeed may be called 
the sine qua non of that system.” 


How to Set Acainst TovcH ComperTi- 
tion. By Harry Kuesel. Prentice-Hall, 
Englewood, N.J. $4.95. 

No question about it, ladies and gentle- 
men. The salesman is back with us. 
With few goods to go around in the 
past, salesmen were hardly needed. 
Hard-to-get items sold themselves, es- 
pecially with buying pressure built up 
by wartime shortages. But in the past 
few years, industry has passed the ball 
from production men to salesmen. Only 
aggressive merchandising at the face-to- 
face level can move big inventories, keep 
prices low by selling in large quantities. 

So, a spate of “you-can-do-it-yourself” 
books on sales have appeared recently. 
Their aim: equip the new sales genera- 
tion with winning ways, refurbish the 
oldsters with “soft sell” techniques. 
Their theme: anyone with determination 
and intelligence can sell anything by 
following the simple rules they prescribe. 
But skeptics have wondered whether the 
difficult art of selling in a buyer’s mar- 
ket could be learned from books any 
more than golf or love-making. 

In How to Sell Against Tough Compe- 
tition, Harry Kuesel has gone far to- 
ward tempering this skepticism. His nut- 
. shell analysis of the problems confronting 
the salesman, veteran or neophyte, 
comes up with a hard-hitting solution 
to each. But the new look in sales- 
manship is exemplified in Kuesel’s advice: 
never bluff, never bulldoze, never argue. 
Instead, get excited, get the customer ex- 
cited, get the order. Philosophy of the 
new sales approach: let the customer 
sell himself honestly by coming to real- 
ize (with the salesman’s aid) how the 
product meets his primary needs. 

Kuesel’s chapter heads strike the key- 
note of his “creative enthusiasm” ap- 
proach: make the customer the hero, 
make the prospect thirsty. But Kuesel’s 
innermost secret is really old-fashioned 
brains: the ability to outguess the com- 
petition, outtalk the customer. The old 
hard sell is really not too far beneath 
the surface of the new approach. 


FREEDOM From Money Worries. By Price 
A. Patton and Martha Patton. Citadel 
Press, N.Y.C. $3.50. 

Tue Pattons have written an acute book 
on getting out of debt and staying out 
of debt. In the course of it they warn 
that charge accounts and checking ac- 
counts are for people who do not have 
to worry about money. They have some 
stringent comments to make on such 
matters as 36% loans to finance down 
payments on automobiles, revolving 
charge accounts at 18% per annum and 
generally on the question of living high 
on money yet to be earned. In these 
times of high living and even higher 
spending, this is indeed a thought-pro- 
voking book not only for the investor 
but for the average person as well. 
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ON THE 


TH 0 U G HTS BUSINESS OF LIFE 


The New Year is at the door... . I 
wish for the stupid a little under- 
standing, and for the understanding a 
little poetry. I wish the most beautiful 
clothes for the ladies and much money 
for the men. I wish a heart for the 
rich and a little bread for the poor. 
But above all, I wish that we may 
blackguard each other as little as 
possible during the New Year. 

—HetnricuH HEINE. 


No free government, or the bless- 
ings of liberty can be preserved to 
any people but by a firm adherence to 
justice, moderation, temperance, fru- 
gality, and virtue, and by a frequent 
recurrence to fundamental principles. 

—Patrick HENRY. 


The best way to teach our young 
people the meaning of our democratic 
freedoms is to demonstrate, by our 
own example, that we have mastered 
the “three R’s of citizenship”—Rights, 
Respect and Responsibilities. 

—Ear.t James McGratu. 


Try as we may, none of us can be 
free of conflict and woe. Even the 
greatest men have had to accept dis- 


appointments as their daily bread... . 
The art of living lies less in eliminat- 
ing our troubles than in growing with 
them. Man and society must grow to- 
gether. Each individual’s efforts to 
discipline himself must be matched 
by society’s struggle to enforce the 
rules of law and of justice under the 
law. —BeErnarp M. Barucu. 


When you are disposed to be vain 
of your mental acquirements, look up 
to those who are more accomplished 
than yourself, that you may be fired 
with emulation; but when you feel 
dissatisfied with your circumstances, 
look down on those beneath you, that 
you may learn contentment. 

—H. More. 


Christianity is like electricity. It 
cannot enter a person unless it can 
pass through. —RicHarp C. Rarnes. 


The greatest danger that faces this 
country is the danger of moral lassi- 
tude—liberty turned to license, rights 
demanded and duties shirked, the 
moral sense deteriorating, the tradi- 
tions and standards of the nation 
weakened, the spiritual forces within 
it losing ground. 

—Rosert J. McCracken, D.D. 
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Faith makes the uplook good, the 
outlook bright, the inlook favorable 
and the future glorious. 


—NEWMAN BULLETIN. 


Unprogressiveness .. . is usually a 
function of wrong thinking rather 
than age. Inflexibility of mind and 
resistance to “new ideas” crop up 
among the young as well as the old. 
To progress, one must be mentally 
alert and striving for self-improve- 
ment. —ALBERT JOHNSON. 





B. C. FORBES: 


In making New Year resolu- 
tions, why not make up your 
mind to be cheerful? Cheerful- 
ness is among the mos. laudable 
virtues. It is good for your mind, 
it is good for your health. It 
helps to win success. And it 
gains you the goodwill and 
friendship of others. Cheerful- 
ness blesses those who practice 
it and those upon whom it is 
bestowed. Cheerfulness is a pole 
that enables you to vault many 
a hurdle in life. So, head your 
list of Resolutions with: During 
the New Year I shall consistent- 
ly seek to be cheerful. 











A science of economics must be de- 
veloped before a science of politics can 
be logically formulated. Essentially, 


economics is the science of determin-- 


ing whether the interests of human 
beings are harmonious or antagonistic. 
This must be known before a science 
of politics can be formulated to de- 
termine the proper functions of gov- 
ernment. —FREDERICK BASTIST. 


Wants awaken intellect. To gratify 
them disciplines intellect. The keener 
the want, the lustier the growth. 


—WENDELL PHILLIPS. 


Make thy recreation servant to thy 
business, lest thou become a slave to 
thy recreation. —QUARLES. 
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There is a growing sentiment in 
America that regular saving should be 
ignored—that the government will 
take care of people and give them 
security when they get beyond a cer- 
tain age or become old and unable to 
work, but it must be borne in mind 
that the people who earn and do save, 
take care of the government! Were it 
not for the thrifty and the willing 
workers, the government would be 
in a bad way. 

—GeorcE MatrHew ADAMS. 


Even a turtle gets nowhere until 
it sticks out its neck. 
—KVP PHILOSOPHER. 


They who have read about every- 
thing are thought to understand 
everything, too, but it is not always 
so; reading furnishes the mind only 
with materials of knowledge; it is 
thinking that makes what we read 
ours. We are of the ruminating kind, 
and it is not enough to cram our- 
selves with a great load of collec- 
tions—we must chew them over again. 

—CHANNING. 


Being educated means to prefer the 
best not only to the worst but to the 
second best.—Witttam~Livon PHuHELps. 


He was a wise man who said: “As I” 
grow older I pay less attention to 
what men say. I just watch what 
they do.” —Witrrep A. PETERSON. 


A virtue and a muscle are alike. If 
neither of them is exercised they get 
weak and flabby. 

—Ricnarp L. Rooney. 


No matter how big and tough a 
problem may be, get rid of confusion 
by taking one little step towards solu- 
tion. Do something. Then try again. 
At the worst, so long as you don’t do 
it the same way twice, you will even- 
tually use up all the wrong ways of 
doing it and thus the next try will be 
the right one. —G. F. NorpENHOLT. 


The future belongs to the things 
that can grow, whether it be a tree or 
democracy. —KENNETH D. JOHNSON. 





More than 3,000 selected “Thoughts” 
available in a 544-page book. Regu- 
lar edition, $5. Deluxe edition, $7.50. 














A Text. 


Sent in by Mrs. W. R. Thompson, 
Holtville, Calif. What's fa- 
vorite text? A Forbes is pre- 
sented to senders of texts used. 


Let us not therefore judge one another 
any more; but judge this rather, that no 
man put a stumbling-block or an occa- 
sion to fall in his brother’s..way. 


—Romans 14:13 
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In transatlantic cables... no substitute can do what copper does! 


In the new transatlantic telephone cables, you'll find copper doing its job as only copper can. For 

one thing, copper —of all non-precious metals —can best carry the electrical voice currents that flash 
through these 2,250 mile-long cables. For another, copper, far better than any other metal, combines 
superb electrical conductivity with resistance to rust, corrosion, stress and wear. No substitute can do 


what copper does—in the transatlantic cables or in countless other achievements of modern science. 


aa 
ia Kennecott Copper Corporation 


Fabricating Subsidiaries: Chase Brass & Copper Co. « Kennecott Wire and Cable Co. 








On the Move... 


IN CHEMICALS 


Day and night, across the nation, 
Olin Mathieson chemicals are on 
the move by rail, water, and high- 
way. These are raw materials on 
their way to manufacturers of paper, 
textiles, plastics, paint, petroleum 
and chemical products. 


In metals, packaging, pharmaccuti- 
cals, and chemicals, Olin Mathieson 
plans its future with the expansion 
of growth industries. Through sound 
research, greater integration, and 
alert, aggressive management, Olin 
Mathieson has established a pro- 
gram for development that is mak- 
ing business history. 

. : 4092 


IN PHARMACEUTICALS 


Win Mathieson 





